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TOWARDS A REALISTIC TAX POLICY FOR INDIA* 


I. THe ProBLeEM 


Tue story of tax policy in India in the last decade has been both 
depressing and encouraging. It has been encouraging because an 
young, underdeveloped democracy is grappling with formidable, 
varied -and complex problems, but depressing because the policy has 
been faltering, confused, inconsistent and, latterly, unreal. Since 
independence there have been half a dozen changes in policy and half 
a dozen custodians of the country’s finances. Even in the Plan period 
of seven years—since 1951 —there have been four Finance Ministers 
and three major policy changes with perhaps one more to come. 
What is amazing is that, although the party in power remains un- 
changed, the Ministers and their policies should alter so frequently and 
radically. To quote one instance, in 1954-56, the Finance Minister 
swore by the Taxation Enquiry Commission’s recommendations and 
began putting them into operation, while in 1956, the succeeding 
Minister practically forswore the Report. The trouble appears to be 
that the Government always itches to have too many policies and to 
aim at too many objectives. Just as an old tax is a good tax despite 
its limitations to satisfy some ‘ sound tax ’ criteria, so a tax policy born 
out of the particular environment and objectives becomes workable, 
if only continued without major changes, although the policy itself may 
not be theoretically the best. 


Continuity, like flexibility, is, thus, an important feature of a desir- 
able tax policy, but that itself is not adequate. Equally essential, 
specially in a backward and oriental but rapidly developing economy, is 
that the policy must be related to the existing environment, aspirations 
and needs. Obsolete thinking in fiscal matters is, no doubt, unreal 
but more so is an ultra-modern policy. Both are as injurious and 
unworkable as out-of-date machinery for producing jet planes or 
ultra-modern plant for a nineteenth century factory. 


* Presidential Address to the Forty-First Conference of the Indian Economic 
Association at Lucknow, December, 1958. 
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The experiment of modernising tax systems and of resorting to 
foreign tax advice has not been quite successful in backward economies. 
* The limited success of financial programmes’, observes a commentator 
on the working of the Shoup tax reforms in Japan, ‘ suggested by western 
experts in underdeveloped and reconstructing countries since 1945 is 
a matter of reasonably common knowledge.' Results have fallen short 
of expectations, partly due to the unfamiliarity of the experts with the 
specific institutional background and partly, perhaps, because the 
expert proposals have not been fully and wholeheartedly adopted, the 
advice having been revised, adapted and added to in the process of 
consideration and legislation. 


This was true of the Shoup proposals for Japan. This is equally 
true of the Kaldor tax reforms in India. In fact, Prof. Kaldor has 
recently almost disowned the paternity of the tax changes in India, for, 
says he, ‘ the actual taxes adopted (both as to scope and definition as 
well as to the schedule of rates) are so very different from what I origi- 
nally recommended ’.? 


II. Tue THEORETICAL FRAMEWORK OF THE POLICY 


The Policy Determinants 


The basic drawback of these reforms has been that fiscal policy and 
experience of advanced countries (and sometimes untried theory) have 
been drafted on to less-advanced economies. For instance, the Shoup 
tax proposals for post-war Japan framed under ideal working conditions 
by seven renowned experts, included novel experiments suggested 
without benefit of large scale experience in other countries, e.g., the net 
worth tax and the accretions tax. ‘ Test-tube experiments’ like the 
Expenditure Tax in India, can rarely succeed in backward countries, 
since one of the major determinants of the potentialities and limitations 
of fiscal policy comprises institutional barriers. Any policy, with 
reasonable chances of success, demands a mind receptive enough to 
understand realities and free from political pre-conceptions as well as 
theoretical inflexibility. 





A tax policy for a developing economy is conditioned by a number 
of factors. The first comprises socio-economic institutional barriers, 
such as ignorance and poverty determining, for example, the degree of 
tax compliance ; social institutions such as the joint-family and the 
laws of inheritance affecting the structure and operation of the income, 


1 National Tax Journal, September 1957, p. 236. 
* Canadian Tax Journal, July-August 1958, p. 257. 
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gift and wealth taxes and the estate duty; and religious institutions 
such as temples and maths limiting the productive use of their savings 
and the devotees’ offerings and the operation of most direct taxes. 
A second factor is lack of dependable basic economic data ; for example, 
ignorance of the distribution pattern of national income distorts the 
scope, level, rates and even the types of taxes, thereby necessitating either 
a resort to direct taxation based largely on surmises and estimates or 
an indirect approach to tax-payers. A fair and effective tax system 
can be formulated only on the basis of factual knowledge, for instance, 
of national income and its disposal such as private consumption and 
investment, not only at the organised industries level—and even this is 
not precisely known in an underdeveloped country—but also at the 
agricultural and rural levels; er, a knowledge of intersectoral flows, 
such as the flow from and to the agricultural, industrial and commercial 
sectors, Yet another factor is national economic objectives; for 
example, the priority between redistributive justice and economic 
expansion ; the relative roles of the public and private sectors ; resources 
for the public sector vs. redirection of private savings for development 
in the private sector, i.e., public revenues vs. private investment ; 
the current reaction of the private sector—institutions and individuals— 
to capital formation. The prevailing efficiency of tax administration 
and the degree of tax compliance is yet another influence to be considered. 
In a country like the United Kingdom, where both administration and 
compliance are of a very high order, almost any tax cansucceed. Thus, 
even as early as the First World War, the British made a success of a 
novel, heavy and unpopular tax like the Excess Profits Duty. In a 
backward country like India, where both tax administration and 
compliance are underdeveloped, mere legislation cannot make a tax 
succeed, and in fact, as the reaction to the Wealth tax on companies 
and the Expenditure tax show, may lead to unwelcome repercussions. 
A host of other similar determining factors may have to be considered. 


But, what is essential to bear in mind is that the tax system must be 
born out of the environment and not imposed upon it, however satis- 
factory a tax has been in an advanced country or from the angle of ideal 
tax theory. A Japanese expert on taxation, the Vice-Minister of 
Finance, characterised the Shoup tax proposals as ‘ theoretically ideal, 
and possibly applicable to some future Japan with more highly develop- 
ed capitalism, higher national income and greater tax consciousness, but 
poorly adapted to the Japan of 1949-50. The need, therefore, is for 
realistic tax principles and a realistic tax system. 


3 National Tax Journal, December 1957, p. 346. 
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Let us pursue this analysis in the context of a developing economy 
like India and start from its basic aims : First, the economy is a mixed 
one—both the public and the private sectors playing their parts in 
development—whatever the proportion of the two sectors in the mixture; 
second, the public sector needs resources for its developmental outlays 
and a large part of the funds are to be raised from taxation ; third, it is 
crucial that production must be expanded in order to counter inflation, 
raise living standards and augment national income ; finally, the public 
sector cannot by itself take on the task of expansion and, therefore, 
private saving investment and initiative on a iarge scale and for a long 
time are essential. In short, any tax policy operating in India for the 
next few years should perform three major functions arising from these 
objectives : (1) strike a balance between resources needed by the public 
sector ; investment and incentives in the private sector ; and the ethically 
more important but immediately less practicable aim of redistributive 
justice, i.e., the short, intermediate and long term objectives of 
resources, growth and better living ; (2) build up a tax structure not 
only integrated within itself among the diverse taxes but also co-ordi- 
nated with other national policies— economic, social and specially, 
monetary ; and (3) co-ordinating Union, State and Local tax systems. 


There is also another consideration to be noted. Although all 
dynamic economies including that of the United States are developing, 
they grow in a socio-economic environment that does not basically 
change its pattern, so that the policies that suit them are different from 
that for a backward economy looking to the not-very-distant future to 
become a dynamic and flourishing one and passing through a period of 
transition and uncertainty from a stagnant old order to an active new 
one. This process raises the problems of choosing between the short 
and the long term objectives of tax policy, and of enabling a smoother 
transition from the one to the other. 


Appropriate Tax Principles 


The problem of choice raises the fundamental questions of tax 
principles appropriate for a developing economy, and of whether a 
shift in emphasis is not called for in the application of current tax 
theory to such an economy. 


One of the popular grounds for the tax policy of ‘ soaking the rich’ 
is equity ; and it may be recalled that in his Report on Tax Reform for 
India, Professor Kaldor has repeatedly referred to equity as the domi- 
nant criterion, though he was particularly concerned with some 
Union direct taxes. 
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The applicability of tax principles to a particular tax policy must 
be related to two strata of analysis : (1) the principles (e.g. equity) as 
applied to a single tax or a related group of taxes (e.g., personal taxa- 
tion), and (2) as applied to the tar system as a whole,—be it Federal, 
State or Local levies—or to the aggregate tax burden. The following 
remarks have in view the latter, although they would apply mutatis 
mutandis to the former also. 


Equity (and its component ability-to-pay) is roughly synonymous 
with fairness in taxation and largely refers to the comparative treatment 
of tax-payers in similar economic circumstances. It is more properly 
linked to the volume and distribution of the tax load, not of any one 
single tax, but of the whole tax system. In its neutrality facet, which 
represents equity from the short term individual standpoint, it should 
leave different tax-payers, after taxation, in the same relative position. 
In its long run, broader social approach facet, it takes into account the 
effects on the tax-payers as as a whole—on the individual and the 
community. 


The successful application of the equity principle with reference to 
the tax load and its distribution, which are objective and quantitative 


considerations, can be judged with reference to three factors : (1) the 
volume of national income and its distribution among individual and 
institutional tax-payers, and as between different sectors, e.g., rural and 
urban ; (2) the aggregate tax load in the community i.e., the burden 
imposed by all public bodies ; and (3) the direction and extent of tax 
shiting. In an underdeveloped country, even in one like India which 
is a little less backward, these data are either not available at all, or 
when available are at best incomplete and guestimates. Under such 
conditions, equity cannot operate and tax load distributed in any fair 
manner. 


A second aspect of equity relates to tax legislation and its adminis- 
tration. From the former angle, equity requires comprehensive and 
clear definitions, simplified and understandable legislation, with few 
exceptions and special cases (otherwise, exceptions would lead to endless 
pressures and revenue erosion), consideration to the form of tax paying 
organisation, degree of profitability and risk and similar factors affecting 
business ; sources of income among individuals; and so on. Simplicity 
often conflicts with comprehensiveness and demands a great deal of 
administrative discretion in interpreting and executing the law. The 
extent of such discretion and its successful exercise depend on the 
character of the tax administration. Even where the tax legislation 
is equitable, its execution may lead to inequity because of administra- 
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tive inadequacy, inefficiency and graft. Administrative equity requires 
adequate and trained staff, efficient and interested in their work. 
Compared to advanced countries like Great Britain, Switzerland and 
Canada, tax administration in oriental countries is deficient in all these 
respects. Moreover, tax legislations are either over-comprehensive 
leaving little scope for executive discretion as in India, or too sketchy 
as in some other backward economies leading to vagueness and evasion. 


Yet another facet is the recapture approach of tax equity which 
aims at reducing income distortion. This is a variant of the redistri- 
butive aspect of equity and tries to attain ‘fairness’ in two ways : 
(1) a normal tax process, operated through a reduction of the burden 
on the poor (e.g. consumption taxes) and raising those on the rich (e.g., 
income taxes) ; (2) a tax-cum-expenditure process, comprising the return 
of a part of the tax receipts to the lower income brackets in the form of 
social services. But, neither of these can operate effectively in 
a developing economy. For, oneof the urgent and important aims of 
tax policy is raising additional revenue, for which, as pointed out below, 
consumption taxes are the mainstay. This inevitable resort to indirect 
taxation goes against equity. Again, while social welfare services are 
found in backward countries, they are so little relative to needs and to the 
consumption taxes that the second facet of equity is not of much 
national significance. The following illustrates the tax-cum-expenditure 
process operating in a developed as well as an underdeveloped country. 
In Britain, the total tax burden per family in the lower income group in 
1948 was about 67-8 shillings as against social services benefits of 57 
shillings, while in India the burden and the benefit per capita were 
Rs. 10-8 and 2-1 in 1948 and 12-4 and 8-4 in 1953-54. This gives the 
proportion of benefit to burden as 80 per cent in Britain and as 20 per 
cent and 27 per cent in 1948 and 1958 respectively in India.* 


Another facet of equity relates to the type and rates etc., of taxes, 
which is the application of the ability-to-pay concept in a form more 
precise than equity. At the outset itself, the questions arise : What is 
ability and how is it measured? Is the current practice of equating it 
with income valid? Or should the base be expanded as Professor 
Kaldor suggests? In one of his latest pronouncements, Professor 
Kaldor reiterates, ‘ Income is an inadequate measure of taxable capacity 
taken in isolation beacuse it ignores the taxable capacity that resides 
in property as such’, and also in the ‘ level of spending’ .5 


* Vide, M. H. Gopal: Financial Policy of the Indian Union, 1955, p. 86. 
* Canadian Tax Journal, Op, Cit., p. 254. 
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This is really an important issue, particularly for Indian tax policy, 
because the disputed Wealth and Expenditure Taxes and the ‘ compre - 
hensive returns’ device are directly traceable to this interpretation of 
ability. An analysis of this issue would, no doubt, be interesting but 
would lead us away from the main thesis ; and so it is passed over. 


While the concept of ability itself is imprecise, it appears a little too 
much to swear completely by it and make it the dominant tax criterion, 
specially in backward economies. Let us grant that ability can be 
measured (and so equity achieved) by, say, the currént criterion of 
income. The application of this criterion assumes three forms : (1) the 
overall tax burden which may be called the National income aspect of 
the ability principle ; (2) the balance between the tax categories, and the 
effect on the tax-paying groups—which may be termed the balancing 
or compensating aspect ; and (3) the structural aspects i.e., of each 
individual tax. The significance of these forms lies in that the first 
considers the aggregate tax burden in relation to the paying capacity of 
the community as a whole the second suggests that even if the overall 
burden is according to ability, a breakdown of the load according to 
different categories of taxes (e.g., on consumers and producers ; or on 
the rural and urban sectors) may indicate the contrary; and equity 
would demand growing emphasis on direct taxes and dwindling 
importance of consumption taxation. The third category would 
impress the importance of proper progression, exemptions, allowances, 
rates etc, 


Applying these tests to a tax system of a country like India, where 
consumption taxes dominate, we find little correlation with ability. 
Further, even in the direct tax group, the land tax being universal does 
not satisfy the ability test, and even the income taxes—on persons and 
corporations—are structurally defective, e.g., the exemption limit, 
varying practically evey other year, is based on administrative and 
revenue considerations; and so is the scheme of graduation. The 
other recent direct taxes are of little revenue significance. Thus, the 
tax system of even an advanced ‘ backward’ country like India is not 
based on equity and ability as compared to that of Britain. 


This raises the issue, which I am driving at: Why are equity and 
ability concepts not applicable to these backward economies? The 
answer lies in the objectives as well as the environment of tax policies, 
Apart from the revenue needed, in normal times, to carry on its *‘ govern. 
ing’ functions, a developed economy such as the U.S.A. or U.K. has 
two main tax objectives : stabilisation and neutrality. The economy 
being dynamic, saving and investment on private account are active, 
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and entrepreneurial ability, plantiful. What is expected of the Govern- 
ment is the maintenance of the current economic climate, private 
enterprise doing the rest of economic development. The State need 
not provide even the social overheads, nor attempt to direct investment 
in particular directions to maximise social returns. Normally, there- 
fore, provision of conditions for free enterprise to operate is the aim and 
this would mean a non-developmental expenditure programme and a 
tax structure stabilising total demand and keeping the budget in balance. 
Thus, stabilisation becomes the overall objective, neutrality, the tax- 
cum-expenditure test and equity and ability the leading tax principles. 


In backward economies, the objectives and the setting are different. 
Development has been retarded because of low saving and investment, 
absence of social overheads, entrepreneurial inertia and a static eco- 
nomic approach. A stabilising and neutralist tax policy would merely 
perpetuate stagnation. The government should give the lead by provid- 
ing the overheads, encouraging capital formation and directing the 
course of development. The first objective demands additional public 
revenues ; and since the State cannot, except in socialised economies, 
take on all the development activities, it must look to private enter- 
prise to save and invest. Finally, to prevent haphazard development, 
the State has to plan and guide investmental activities. The need, 
therefore, in an underdeveloped country is for a revenue-producing, 
investment generating and diversionary policy. 


The needed public revenues cannot be had from direct taxation, 
since taxation of the upper income groups and businesses would reduce 
private capital formation and retard enterprise. Indirect taxes, 
therefore, are to be tapped, and this is practicable because they are 
easier to be administered. In other words, the need for revenues 
suggests increasing consumption taxes and the necessity for develop- 
ment suggests reduction of direct taxes. Equity would enjoin the 
reverse policy and if followed, the objectives cannot be achieved. 
Therefore, the tax policy looks to productivity, administrative practica- 
bility and incentives. 


The emphasis on these tax principles takes us back to Bastable and 
his productivity criterion, which got outmoded because western eco- 
nomies advanced and newer and more appropriate criteria had to be 
developed. But where an economy is still in the early stages of deve- 
lopment, we must go back to Bastable, for, tax principles are essentially 
relative to the stages of development. 
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What then is the role of equity in the tax policy of a developing 
economy ? It seems to serve three purposes : In a mixed economy, 
(1) it is partially operative in many of the direct taxes ; (2) in a democracy, 
it can act as a political slogan ; and (3) it can serve as a tax principle in 
the long run. It can become a major criterion when tax administra- 
tion and tax compliance improve ; when the national income increases 
so that direct taxes would yield adequate revenues, and when the 
economy has reached at least an adolescent stage, where the dependence 
on private investment and enterprise for the process of growth is reduced 
or when the private sector has taken sufficient root to bear the increased 
burden. 


The tax principles, therefore, which should underlie tax policy and 
structure in a developing, mixed economy are primarily : productivity, 
i.e., capacity to raise the revenues required ; expediency, i.e. effect on 
private investment and initiative ; and efficiency, i.e., administrative 
practicability ; and only secondarily, equity i.e. fair distribution of the 
tax load among different individuals, groups and sectors according to 
ability-to-pay. Formulating tax policy in the initial stages of develop- 
ment with equity as the main criterion would give a_ tax structure 
unsuited to the environment and objectives. 


Ill. Tax Poniicy Pattern 


A tax policy is only a means to an end and, therefore, the first step 
in formulating it is to determine the socio-economic goals being sought 
and then, to train the policy measures to achieve that objective. Other- 
wise, the means may be confused with the ends. 


In a democracy like India, there would be a multiplicity of ends ; 
for example, the desire to plan but not to go the whole way as Soviet 
Russia has done ; to retain and even build up the private sector in order 
to have a ‘ mixed economy ’; to increase output—both producers’ and 
consumers’ goods; to maintain economic stability, raise resources, 
encourage private savings and investment, achieve redistributive justice; 
and to increase living standards. All these may be desirable ends 
which tax policy can and should serve. All these may to some extent 
even be operating simultaneously, but then, some will have to be 
regarded more urgent and important at least for the timebeing. A 
balance must, therefore, be established among the competing objectives 
and a scale of preferences among them drawn up. Without such a list 
of end priorities, a realistic tax policy cannot be framed. And in the 
process of balancing the ends and determining their priorities, and 
thus, in formulating the tax policy, compromises, occasionally even in 
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basic principles, will have to be made at least in the short run, before 
the economy has really taken the stride in development. 


Just as there is no ideal priority list for ends, so there is neither an 
ideal nor inflexible tax policy. But, it should be remembered that a 
realistic and sound policy cannot arise out of group pressures and short- 
sighted expediency, or out of timidity, evasion and drift, or even out 
of theoretical ideals. Effective adjustment of the means (tax policy) to 
the ends (national objectives) demands a comprehensive programme and 
policy of tax reform, such, for instance, as the Traxation Commission 
attempted, than a partial or sectoral one as in the Kaldor proposals. 


Not only is tax policy relative to the priority among ends but it is 
also relative to the existing economic conditions. Thus, in a economy 
of abundance, such as that of U.S.A., the tax policy and structure will 
have to be different—in some respects radically—from those in an 
economy where current low production is the crucial limiting variable 
and rapid expansion of output, the desired goal. When, as ina mixed 
economy, the ends are many and the means limited, and there is an 
underlying conflict among the ends themselves, tax policy is placed in 
a dilemma. Thus, high taxes are necessary to raise resources for the 
public sector and to reduce inequalities but low direct taxes are essential 
to induce investment and enterprise, and low indirect taxes to prevent 
hardships of the low income groups and to maintain an active market 
for the domestic output. Such a situation needs not only adjustments 
in the tax system as a whole but also the skilful structuring of each 
individual tax, careful economic analysis of interrelationships of policies, 
and the fostering of a competent tax administration and of voluntary 
compliance. 


The major fiscal-monetary issues facing a developing economy are 
five in order of priority : raising resources for the public sector; stimulat- 
ing saving, investment and enterprise in the private sector ; stabilisa- 
tion of the economy ; reduction of inequalities or redistributive justice ; 
and holding down consumption. 


In the teething years of development, tax policy will have to take 
up as its major functions, the raising of resources and the stimulation of 
private investment, leaving the redistributive aim largely to public 
expenditure and letting monetary policy tackle the problems of 
stabilisation and meeting inflationary pressures. 


Let us enquire how tax policy can be related to its two major 
functions, 
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Policy for Resources 


The problem of resources as an objective of tax policy claims top 
priority because, apart from the need to meet normal public expenditure, 
the State, in a backward and mixed economy, undertakes developmental 
functions also, in order to provide basic facilities like social overheads 
as a prerequisite to increased participation of the private sector and to 
provide the means of accelerating development. Resources are also 
needed since the redistributive side of fiscal policy cannot altogether be 
neglected or deferred, and funds would be required for slowly expanding 
welfare projects. Part of these resources may come from external 
sources, part from internal loans and part from created money, but the 
major share must necessarily come from taxation, which is the most 
important source of non-inflationary finance. 


Thé volume of additional resources needed differs in different 
economies with different plans of expansion and objectives, and at 
different periods, even in the same country. One estimate places the 
overall capital needs (on public and private account) at 3 to 4 per cent 
of the national income to 1 per cent growth in population.® 


Whatever the volume, the necessity to encourage investment in 
the private sector cautions against unduly heavy taxation of the saving 
and entrepreneurial class for raising revenues. Such taxation would not 
only deprive the entrepreneur of his capital but might affect psychologi- 
cally saving and risk-taking. While some resort could be made to 
direct taxes like the estate duty and the gifts tax, and possibly, the 
land tax, betterment levy etc., (discussed below more fully in the Indian 
context) for additional revenue, consumption taxes will have tocontri- 
bute the major share. This is so also because the success of direct 
taxation depends partly on the efficiency of tax administration and on 
voluntary tax compliance, both of which are not of a high order in a 
backward country. Consumption taxes require less of compliance and 
a lower order of administrative competence. , 


The first and obvious choice is heavy taxation of luxury consum- 
ption such as cars and cosmetics, but the call for larger resources compels 
the taxation of lower grade comforts and necessaries and the burdening 
of the population just above the subsistence level and below—those 
who make little contribution to private investment. The medium of 
taxation would be excise duties, imposed specially at the manufactures’ 
level ; avoiding duplication of taxes at the Central, State and Local 


* National Tax Association Proceedings, 1958, p. 227. 
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levels in order to reduce costs of collection and increase the net yield ; 
higher import duties wherever possible ; and substitution of a National 
Sales Tax to aState one (More specific suggestions are made below in the 
context of India). It is difficult to generalise about the appropriate 
level of such taxation, for it depends on the existing’ burdens, 
required resources, tax administrative efficiency, repercussions in the 
form of price and wage rises, and other circumstances. 


Such consumption taxation leads to three problems : (1) its fairness, 
particularly where one of the ends is social justice ; (2) its inflationary 
effects, since such taxes tend to raise prices, wages and costs ; and (8) in 
a democracy, political consequences. There is, no doubt, that such taxa- 
tion of the poor is not fair in normal times, but in the initial stages of 
rapid development, which should be treated as national emergency, it 
is inevitable. For, given the objective of expansion and given the 
necessity to encourage private investment, the only means of raising 
revenues without affecting economic development in a mixed economy 
is this step, which, in the short run, is unfair, but in the long run, when 
the economy expands and direct taxes can be increased with impon 
the temporary injustice can be more than made good by tax 
reductions, increased social services and higher incomes. Further, in 
a way, itis not very unfair because a part of these resources are 
utilised for social services such as schools, hospitals, and social insurance 
which benefit mostly the poorer sections, and thus, what is taken away 
from them is returned in another form. Finally, the alternatives to 
consumption taxes are worse. First, the slowing down of development 
is ultimately harmful to the poor and second, the resort to created money 
would injure the masses indiscriminately through its inflationary effects. 
Therefore, indirect taxation for raising resources is the least of the 
evils. 


The second consequence, namely, increase in inflationary pressures 
as the higher taxes would lead to higher prices, is a probability but it can 
largely be neutralised partly by direct controls on prices, wages, etc., 
and partly through the more flexible monetary policy. Political 
consequences of high consumption taxation are real only in a democracy 
where such burdens could be capitalised by the Opposition and the 
disgruntled. But I suppose, short of changing over to complete 
socialisation and of abandoning the philosophy of a mixed economy, 
any party coming to power has no alternative course. 


Taxation for Development 


Although attempts should be made, and to some extent success- 
fully, to evolve a tax policy satisfying both developmental needs and 
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redistributive justice, it is a most difficult choice between a policy to 
stimulate economic growth and one to reduce tax burdens on the poorer 
sections. The problem, in other words, is the problem of increasing 
mass purchasing power, vs. investment flow into capital formation. The 
invitable, though unpleasant, choices the latter—the policy for economic 
growth—for, in a way and in the long range interests of the poorer 
sections themselves, adequate and rapid development is the only means 
to reach the goal of social justice and greater equality. 


The choice, once made, leads, in a mixed economy,-to the private 
sector, which, in an underdeveloped country, is the more important 
instrument of growth. It is true that the State plays a significant and 
growing part in development. But the initial difficulty of the public 
sector being that of raising adequate revenues to finance even a limited 
area of social overheads and capital goods industries, the major responsi- 
bility for pioneering and accelerating growth, almost wholly on the 
consumer’s goods side and not inconsiderably on the capital goods side 
too, falls on the private sector. Thus, the key to economic develop- 
ment, in the short and intermediate runs, would be capital formation 
in the private sector, i.e., the tax problem would be incentives to 
private investment so as to maximise savings, mobilise them for product- 
ive investment and canalise them towards a balanced and active deve- 
lopmental programme. The major aim of the policy would have to be 
to bring about a massive increase in real investment. A high invest- 
ment policy would, on its negative side, hold down consumption in 
general and on its positive side, develop the will to invest in the private 
sector. In fact, the only way to maximise the best industrial capacity 
and creative genius, in a non-socialised economy, is to foster individual 
enterprise and initiative to the highest degree. 


Such fostering of initiative and investment is partly a question of 
taxation and partly of monetary and other wider policies. The success 
of fiscal policy in this respect is largely governed by an appropriate 
monetary policy and by their co-ordination. For, restrictive and 
inappropriate monetary measure may, indeed, operate like a discrimi- 
natory tax and neutralise the benefits of the tax measures. (This 
aspect of co-ordination is considered separately). 


An incentive tax policy has, in itself, two facets—one influencing 
savings directly and the other, the stability of the economy indirectly, 
so essential to keep productive capacity continually engaged. It is 
the direct factors, however, that interest us here, and they comprise 
the type of taxes, their rates, structure, administration and so on. 
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In so far as it affects incentives and investment, tax policy has its 
tangible and psychological aspects, both equally important in their 
influence, although the former may have a rational foundation and the 
latter may be based on fear, suspicion and prejudice. The tangible 
aspect is represented by the tax burden on its quantitative side. The 
psychological reactions to a tax in its announcemental and operational 
facets, is a factor to be counted; for example, the recent levy of the 
wealth tax on companies and the Expenditure Tax in India may after 
all impose relatively little burden but, rightly or wrongly, they have 
caused an uproar in the private sector. Not only the current levies 
but also the future possibilities and uncertainties—which may be 
termed the tax outlook—have a similar psychological significance to 
capital formation. As the Hindu of Madras observed with reference to 
the 1958-59 Indian Union Budget : ‘ The psychological consequences 
of the new tax pattern have been more damaging perhaps than even its 
actual incidence.” Perhaps, a tax system more burdensome but 
less unwelcome would be more appropriate in a developmental tax 
policy than one which is less burdensome, but really more unpopular. 


In other words, where a tax policy is to be related to incentives and 
initiative, its material and psychological impact on the flow and pattern 
of resources towards capital formation in the private sector should be 
the most important criterion. For, in a market economy, tax policy 
should be viewed in terms of human behaviour and the entire spectrum 
of motives and reactions. It is true that most of the finer problems of 
tax composition and structure are influenced by other aspects of fiscal 
policy and their impact on markets, inflation and stability, but the 
psychological aspect cannot be overstressed in a country, with growing 
population, limited public revenues, experience and skill, desiring a 
rapid growth, and wedded for long to a competitive private enterprise 
tradition; for, along with high tax rates, the reaction hampers saving, 
investment, and therefore, growth in different ways. For instance, 
while high rates by themselves absorb income flowing into new productive 
ventures, the psychological factor may induce people to shy away 
from risky enterprises, or distort the direction of investment, or keep 
executives from shifting to more productive jobs or reduce personal 
effort going into production. There have, of course, been in practice 
instances to the contrary. For example, in the early fifties in U.S.A., 
in spite of higher taxation the investment flow was rising, but this has 
been attributed to the large backlog of investment and to the expecta- 
tion that the high rates would not be in force long enough to have their 
full effect on personal mobility, personal effort and economic incentives 


? Editorial in issue dated 13th March, 1958. 
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in general. The same was the case in India in 1950-54 and perhaps the 
explanation is also similar. 


It must, however, be admitted that even with regard to a developed 
economy it is not clear as to whether this would always be the effect of 
a high tax policy on investment. Thus, H. W. Prentis, relating in- 
centives to risk-taking in terms of the ratio between disposable income 
and liquid money supply in U.S.A., holds that the ratio dwindled when 
the tax rates went up, and concludes that the effect of reduced rewards 
on initiative, management, productivity and the adoption, of improved 
technology is not wholesome®. On the other hand, after detailed case 
studies of the effects of taxation on corporations, the Harvard Business 
School economists hold that the case of detrimental effects is ‘ not- 
proven’ completely®. In the case of underdeveloped countries, there 
are even less of data to point one way or the other though the Indian 
Taxation Commission was inclined to agree with the Harvard economists. 
An effective tax policy must be based upon adequacy of data, and until 
they are available as a result of intensive research in particular 
directions, we may presume that, where potential income is reduced 
substantially by taxation, the urge to save and invest and to make 
additional efforts is reduced. 


Another consideration in this connection is the effect of tax policy 
on the quantitative and qualitative aspects of investment. Qualitatively, 
the taxes may affect the type of savers, e.g., high rates of income-tax may 
affect the upper income groups, while a corporation tax as well as wealth 
tax on companies may upset the institutional saving potential and will- 
ingness. It may also lead from equity to debt financing where interest 
is deductible as expense. The significant issue, therefore, is not merely 
the effect of high taxes on savings but also on the direction of the distri- 
bution of savings. This aspect is particularly important in India 
where savings in the private sector are mostly in the upper income 
brackets and business institutions. 


If, therefore, capital formation is the major objective of tax policy, 
if such saving and investment are largely to be done in the private 
sector, and if the saving and enterprise potential is in the upper income 
groups and institutions, it follows that, from the angle of development, 
the tax policy should tone down the effects on decisions to make risky 
investments ; should ease tax burden on equity financing ; reduce tax 
factors inhibiting foreign private investment and strengthen further 


8 Annals of the American Academy‘ 1949, November, p. 71. 


* American Economic Association Proceedings, 1954, pp. 504 ff. and the 
Harvard publications cited therein. 
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the automatic stabilisers in the tax system. That is, tax reliefs must 
be in the direction of the higher income groups and companies. Further, 
there should be a little more emphasis on the qualitative significance of 
taxation in relation to saving. 


There is, of course, no doctrinaire answer to the volume, type and 
structure of taxes that do or do not discourage private initiative ; for, 
these depend on the economic setting such as existing tax levels and 
external economies available to the entrepreneur; standards of tax 
administrative competence; cultural and social institutions; tax 
traditions and so on. 


If, then, these are the theoretical considerations orienting a tax 
policy towards investment and initiative in the private sector, what 
are the major directions of approach ? 


First, a developmental tax policy should be integrated with 
monetary policy which closely affects the capital and money markets, 
price and wage levels, consumer markets and so on. (More is said 
about this aspect later). Secondly, the tax policy must have a hard 
core of permanence, but must at the same time be flexible so as torespond 
to changes as they arise. The essence of flexibility, be it in the fiscal or 
monetary sphere, is that the policy should change in degree and direction 
as conditions or our assessment of conditions change. Neither dogmati- 
sm nor inertia should stand in the way of prompt changes. Thirdly, 
the wide variety of nuisance taxes should be avoided since a multiplicity 
of irritating and haphazard levies is not in the long term interests of the 
economy, specially where the taxes are direct and are noticed by the tax 
payer. Simplify taxation on the group contributing directly to capital 
formation and development. For example, in India today, there are 
as many as 15 direct taxes on individuals and companies ; and a number 
of them are of little revenue significance and positively harmful to 
capital formation. It may be wisdom to cut down the number and the 
rates, at least for a few years to come, if this would inspire confidence in 
the private sector and psychologically bestir it towards expansion. 
If necessary, completely overhaul the tax structure where it impinges on 
the free flow of venture capital. Fourthly, since wise management 
usually maintains a safe ratio of internal venture capital to external and 
since when capital market goes tight, the customary ratio cannot be 
maintained and expansion is held back, relax to the maximum restrict- 
ions on flow back of profits. At the same time, in order to stimulate 
individual initiative and savings, lighten the tax burden on equities 
and the returns on them, e.g., taxes on dividends and on bonus shares. 
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Again, while flexibility is a virtue in the tax structure, frequent 
major changes in a developing context should be avoided except, if 
need be, in favour of investment ; for, businessmen, unlike Government, 
are forward looking and plan their activities on what they consider 
tomorrow’s taxes and economic climate would be. To the economist, 
it may be that income not consumed is saving, and therefore, investment, 
but to the businessman, investment is something more positive. The 
saving must flow into new factories and plant. While an increase in 
saving will automatically reduce the demand for consumer goods, it 
may not automatically increase the demand for capital goods. It is 
the latter that is significant for development. Tax policy should bear 
this in mind and relax where the flow is impeded. Finally, create 
public confidence that the tax system is not punitive or doctrinaire in 
its approach to the saving and entrepreneur classes. For, confidence is 
half the battle won, and confidence cannot be won by mere slogans like 
‘Produce or perish’ or empty appeals to patriotism. 


Problem of Integration 


In view of the frequent references to an integrated tax structure, the 
problem of integration and co-ordination may briefly be reviewed here. 


Tax policy, to be effective, must be viewed in relation to the wider 
national background and be co-ordinated with other policies; for, 
taxation is only one of the forces implied in aggregative economic effects. 
This aspect of tax policy has a number of facets ; some in the field of 
integration proper and some in that of co-ordination : (1) integration of 
the different structural details of any single tax, e.g., scope, rates, 
exemptions, allowances and so on in income taxation ; (2) integration of 
the direct (or indirect) taxes among themselves, e.g. the personal 
income tax with those on corporation incomes, bonus shares, dividends, 
wealth etc.; (3) integration of the direct and indirect tax facets of the 
system, e.g., taxes on companies with excises and sales taxes affecting 
them ; (4) integration of the short, intermediate and long period facets 
of taxation, e.g., taxation for revenue with those for stability, develop- 
ment and redistributive justice ; (5) integration of tax policy with the 
rest of fiscal policy, namely, expenditure and debt management ; 
(6) co-ordinating fiscal and monetary policies ; (7) co-ordinating the 
fiseal—tax expenditure and debt—policies of public bodies at all levels 
i.e., Federal, State and Local Governments ; and (8) co-ordinating fiscal 
and monetary policies with other related ones such as price, wage, trade 
and industrial policies. 


Thus, whenever integration is considered, it should refer to some- 
thing more than integrating a few direct taxes at the Federal level. 


_ 
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Without fuller integration and co-ordination, no tax policy and structure 
can adequately fulfil their functions. For instance, although the Indian 
Union budget claims to have an ‘ integrated tax structure,’ it is common 
knowledge that the maximum combined burden of the income and 
wealth taxes on companies exceeds 100 per cent of income. Again, 
stabilisation and development, two objectives of tax policy, are affected 
by monetary policy. So also, redistributive justice is as much a func- 
tion of expenditure policy as it is of taxation. Thus, if an “ integrated 
tax structure ’ is to have a fuller significance than merely getting at a 
relatively larger tax base, tax policy must essentially be related to the 
other major segments of national policy and their interrelationships. 
Such complete integration of taxation requires statistical and other 
data which, in underdeveloped countries, are still a long way off. 


Analysis of the process and effects of the different types of integra- 
tion and co-ordination is beyond my present purpose. I shall, however, 
refer briefly to one or two facets having immediate bearing on tax policy. 


(a) Fiscal and Monetary Policies 


No tax policy, much less the expenditure and debt facets of fiscal 
policy, can be effective fully if divorced from monetary measure. For, 
an important function of tax policy is to foster ‘ stable growth ’ i.e., stabil- 
isation and development of the economy. This function is the joint task 
of taxation, expenditure and debt management as well as of monetary 
policy. The two are so close that a change in one will immediately 
react on the other, may be through neutralising its effects. The 
success of a tax measure may often depend on what the monetary 
authorities do, Economic expansion, which is one of the aims of tax 
policy of an underdeveloped country, requires as one of its basic condi- 
tions a reasonable degree of monetary stability to keep the community’s 
saving, investment and productive activities continuously and increas- 
ingly engaged. Sometimes tax and monetary measures may act as 
alternatives and sometimesascomplements. Thus, the question would 
often arise : Should we favour high rates of taxation and an easy money 
policy, or lower rates of taxation coupled with tighter monetary condi- 
tions? Again, a restrictive money policy could, by interfering with 
bondholders, potential borrowers, producers and consumers, affect tax 


yields. 


The interdependence of monetary and fiscal policies and the need to 
co-ordinate and even integrate them has been only comparatively 
recently recognised. In the ’twenties, stabilisation of the economy was 
regarded as completely the function of monetary policy, while fiscal 
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policy—this concept was still undeveloped until the *thirties—was to 
confine itself to government finances. The great economic upset of the 
Depression years and the birth of Keynesian economics led to the 
emergence of a new fiscal—monetary policy relationship. The power 
of fiscal policy to influence economic activity was recognised and mone- 
tary policy was tobe utilised as a complement in the process of economic 
stabilisation. In the Post-Second World War years, the two have 
become inseparable. Sometimes they operate simultaneously, some- 
times in succession, and sometimes on different sectors of the economy. 


Stabilisation, without which economic development is difficult, 
needs an instrument more flexible than fiscal policy to manage it, and 
monetary policy being the more flexible one can act and be manipulated 
more quickly. Thus, there is to be not only a close partnership between 
the two but also an implied division of functions. The more adjustible 
monetary instrument would deal with the short-run moderate fluctua- 
tions and the heavier slow-moving fiscal weapon with long and marked 
fluctuations in the economy. Thus, where the national objective is, as 
in developing econcmies, both stabilisation and expansion, one would 
primarily look after the stability of the economy and the cther, primarily 
its expansion aspect, but the key in both cases is flexibility and co- 
ordinated action. 


A realistic tax policy should, therefore, adjust itself tothe actual 
conditions of a free economy, with monetary policy playing a subsidiary, 
though important role, in development and a more important one in 
stabilisation. Such a co-ordination implies two things: (1) a day-to-day 
understanding between the Treasury and the Central Bank on a footing 
almost of equal partners and not one as the subordinate of the other. 
As an esteemed weekly of India observed about a comparatively recent 
incident : ‘It is part of history now that a Governor of the Bank 
(Reserve Bank of India) who was not liked by him (the Union Finance 
Minister) had to leave the post long before his time."4® Thus, in the 
past few years the Reserve Bank of India appears to have been wholly 
a passive instrument for the implementation of New Delhi’s policies.“ 
(2) The readiness of the tax policy maker to analyse experience and learn 
lessons it holds for the future without making too many mistakes in the 
process. For, handling a flexible instrument like tax policy to influence 
an area, whose operations are not definitely knowable, needs a lot of 
experience which enjoins moderation, adaptation and reversibility. 


10 Commerce, 13th September, 1958, p. 412. 
11 Hindu, 30th March, 1958. 
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(b) Tax, Expenditure and Debt Policies 


Let us look at another type of integration—the tax, expenditure and 
debt facets. Stabilisation, capital formation and redistributive justice, 
which form the main objectives of tax policy in developing economies, 
are largely affected by the other facets of fiscal policy. Even raising 
resources for the public sector, which is largely taxation oriented, is 
influenced by them. For instance, if the cost of collection is reduceed— 
an expenditure function—more net revenue could be raised, and possibly 
tax increases moderated and even avoided. Debt flotation, if properly 
timed, could increase the market response and reduce interest 
obligations. Cutting non-essential expenditure leads to avoidance of tax- 
ation. Expenditure activities adding to productive power increase tax- 
paying capacity and give, at the old level of taxation, a larger yield. 


What is illustrated above is the interdependence of tax, expendi- 
ture and debt policies. This stresses the importance of balancing the 
possible advantages and disadvantages of expenditure and tax 
programmes in the community. The way in which economies could be 
effected influences the surplus resources available, the need for further 
taxation or the scope for tax cuts, as well as the direction of develop- 
ment in the public and private sectors. Thus, if expenditure policy 
is rationalised through improvements in organisation and administra- 
tion, existing rates of taxation can yield larger resources without addi- 
tional burden. If economies are effected through curtailment or elimina- 
tion of programmes, (for example, cuts in the reappraised Second 
Plan) it might offset the developmental opportunities in the community 
or reduce the scope for redistributive justice through welfare expendi- 
ture. An indirect means of increasing the net yield from taxation and 
of lightening the tax burden is to increase efficiency in public spending 
through, for instance, reducing diffusion of authority, decreasing the 
number but improving the quality of staff services, and increasing 
responsibility and accountability in a clear cut and definite manner. 


The closeness of the integration of the tax, debt and expenditure 
facets will, no doubt, have a major influence on tax policy. But if the 
benefits of this integration are to be realised more fully, there must be 
co-ordination between the tax, debt and expenditure policies of all public 
bodies—Federal, State and Local Governments. For, all of them draw 
from the same income pool and render services to the same beneficiaries. 
The recent explanation in India that the tax efforts of the State Govern- 
ments have been below expectations because the Centre has, through 
its tax measures, drawn off resources otherwise available to the States, 
stresses the need for this facet of co-ordination. It is essential to evolve 
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a tax and expenditure pattern for the country as a whole. In. this 
respect, the Taxation Enquiry Commission’s efforts were in the right 
direction, although the Commission did not go the whole way in co- 
ordinating the tax structures and policies of different levels of Govern- 
ment. In other words, there is a clear need for a rational, understand- 
able, long range national fiscal policy and comprehensive tax programme. 


(c) Foreign and Domestic Tax Measures 


Yet another type of co-ordination may be noticed in passing. 
Most developing economies are in urgent need of foreign private invest- 
ment. Itisdoubtful if any backward nation of a democratic complexion 
can expand adequately in volume and rate without such capital and 
enterprise. If, therefore, this flow is to be encouraged, an overall tax 
policy co-ordinated, as far as possible, with that of the capital-exporting 
countries becomes necessary. The aspects of co-ordination may be in 
the area of tax law such as definitions, limitations of tax credit and extra 
territorialisation, or in the area of tax incentives such as tax rates, 
exemptions, rebates and allowances in order to ensure an attractive 
level of profit, and a stable economic climate, or in other tax areas. 
Even after such adjustments, domestic tax policy can play only a 
secondary, though important role, inducing the investment flow. But, 
whatever its role, such co-ordination must form a part of domestic tax 
policy and a careful selection of tax measures can help a great deal in 
minimising obstacles to the flow and to internal growth. 


IV. A Pouicy ror INpIA 
The Present Position 


In terms of the framework described above, let us look at the 
Indian setting. Since the Taxation Enquiry Commission reported 
and particularly since the Kaldor reforms, the number and burden of 
taxes have increased very considerably and tax legislation has become 
more complex, particularly at the Centre. This increase was partly to 
evolve a new pattern based on the new socio-economic philosophy, partly 
to build up an ‘ integrated tax structure’ and partly because of the 
need for resources for the public sector. Thus, by 1958, the number of 
direct taxes was 15, the largest in the world ; and the new increase in 
tax burden was, on a full year basis, nearly Rs. 200 crores year—Rs. 30 
crores imposed by Mr. C. D. Deshmukh and Rs. 167 crores more by Mr. 
T. T. Krishnamachari!*? to compensate for the reduced deficit financing, 


22 1956—57—Rs 81.5 crores. 
1957—58—Rs 85.4 crores. 
Vide ; Appraisal and Prospects of the Second-Five voor Plan (Planning 
‘Commission, May 1958) para 18, ‘ 
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as contemplated at that moment. While the tax revenues envisaged 
in the Second Plan were of the order of Rs. 800 crores (Rs. 350 crores 
from old taxes, 225 crores from new Union levies and 225 crores from 
new State ones), the new Union levies since 1956, by themselves are 
heavy enough to yield over 725 crores, an improvement of Rs. 500 crores 
over the target. In fact, there has been altogether a new tax policy 
since 1956 and the Kaldor Report and after Mr. Deshmukh’s departure 
from the Government. 


This has resulted in some unwholesome consequences. It is 
frightening away private investment and slowing down development 
in the private sector, particularly at a juncture when increased invest- 
ment, initiative and output are the crying need. Private savings are 
not only being reduced, but also being diverted from industrial enter- 
prise to safer and less productive directions. Investors are losing 
confidence ; equity prices are declining and equity capital is becoming 
searce. As the reaction of domestic investment and enterprise is an 
important criterion for the inflow of foreign private capital, the internal 
situation has largely hampered this flow at a time when foreign exchange 
difficulties are acute. 


A whole series of fiscal innovations was introduced in 1956-57 and 
1957-58 ; and in spite of vigorous protests from private industry, of 
disquieting economic conditions and of open hints by international 
monetary institutions that a tax readjustment is both wise and essential, 
there has been little major change in 1958-59. The few adjustments in 
the 1958 budget and after have been—except for the Gifts Tax, with- 
drawal of the compulsory deposit scheme and reduction of the addi- 
tional excise duties on textiles—really minor improvements, designed 
more to plug the loop-holes in the current tax structure. In fact, little 
tax relief for private enterprise has been given. The entire fiscal 
approach has been in strict keeping-with the underlying social and 
economic philosophy of the party in power. To quote the Prime 
Minister himself.1*> That type of criticism about saving and capital 
formation through less taxation and the view that, in a Welfare State, 
we should not be unduly harsh on the private sector is wholly different 
from our approach, different from the Congress approach and the 
Government’s approach. 


Apart from the reactions on private investment, the tax increases 
have laid new and heavy burdens on the tax administration, which has 
been neither over-adequate nor over-efficient in relation to even the old 


™ Reply to Budget Debate in Rajya Sabha, 11th March, 1958. 
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taxes. The lowering of income tax and estate duty exemptions, the 
introduction of the complicated Wealth, Expenditure, Gift and 
Capital Gains taxes, the additions to existing levies, the added responsi- 
bilities of the Development Rebate and other recent changes have both 
burdened the administration and complicated the law. As the Commerce 
of Bombay put it : ‘ Our tax laws are illogical with a vengeance; nay, 
they are sometimes even whimsical ’.'4 


With all these increases—and possibly because of them—the needs 
of the Government and the Plan have not been met.. Whatever the 
reasons—increases in defence, food imports, other non-developmental 
items and so on—the Government has, like Oliver Twist, been looking 
for more revenue for the public sector. 


The tax pressure on the private sector, the need to attract external 
capital; and the necessity for more domestic resources have led to an 
incessant demand for a reorientation of the tax policy. It is even 
feared that the present policy may lead to the virtual disappearance of 
the private sector, at least on the organised industries side. The cry, 
therefore, is for a more realistic policy so as to facilitate higher levels of 
industrial activity and greater inflow of foreign investment by creating 
a favourable tax climate for private enterprise. 


A New Tax Policy Pattern for India 


During the 1958 Budget debate, Mr. Morarji Desai, the present 
Finance Minister, stated that he was prepared to consider any alternative 
tax structure that would yield the same return and hold prospects for a 
higher one in the future. 


One of the solutions offered almost in response to this challenge 
is the wholesale adoption of the Kaldor proposals ; but this step appears 
unsuitable partly because some of the suggestions have unfavourable 
psychological reactions, partly because of administrative difficulties 
and also because some of the others are experiments with little experi- 
ence to back them. An alternative preferred by the Capital of Calcutta 
(1st May 1958) is the retention of the present system, with less of 
emphasis on direct taxation. This line of approach, with important 
modifications outlined below, appears to be the best towards a tax 
policy at the moment. 


(a) Some basic assumptions 


Many considerations affect a tax policy for India, but if there is to 
be comparative stability in the policy to be framed, certain basic assump- 


14 Commerce, 26th April 1958, p. 778. 
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tions will have to be made. First, the long-term objective of the State is 
a ‘ Socialistic Pattern of Society’, an aim to be achieved in course of time. 
For the present and for some years to come, there will be a ‘ mixed 
economy’; the organised private sector playing an important part, 
though perhaps a diminishing role as and when State activities expand. 
The economy would be planned, there being more of it in the public 
sector and considerably less in the private one. The public sector would 
need resources whose magnitude would necessarily vary with the plans 
and circumstances. For the Second Plan, they may be of the order of 
Rs. 4,500 crores—the estimate varying between the original plan, and 
the appraisal and the reappraisal. The remaining two years (1959-61) 
are to be treated as an emergency. The Third Plan’s commitments 
may not be, for reasons stated below, very much more than that of the 
Second, and would perhaps be in the range of Rs. 4,000-5000 crores. 
For the purpose of the tax policy detailed under, these two Plan periods 
(1959-66) alone matter, the period after 1966 being taken as one of 
‘normalcy ’, and needing a reconsideration of tax policy towards the 
end of the Third Plan. 


It will also be presumed that of the four major sources of resources 
for the public sector—(1) external assistance at Government to Govern. 
ment, and the International Organisations level ; (2) deficit financing ; 
(8) domestic borrowings, and (4) current budgetary surpluses,—i.e., tax 
and non-tax receipts,—the last would be the most important means. In 
fact, one may venture to suggest that if the Third Plan investment is of 
the order of Rs. 4,500 crores, the relative contributions of the sources 
mentioned above would be 10, 20, 25 and 45 (35 plus 10) per cent 
respectively. Taxes must, therefore, provide a large proportion (35 per 
cent) of the requirements of the public sector. Perhaps the public 
and private sectors together should be able to collect about half of the 
annual addition to national income. 


Another important assumption is that the major preoccupation 
in the next seven years will be increase of output ; that the public sector 
will not be able to do this all on its own ; and that the major responsi- 
bility, particularly for consumer goods, will be that ofthe private sector. 
Further, it is assumed that this sector, in spite of its patriotic fervour, 
is motivated mainly by the investment and profit opportunities, and 
that, therefore, any tax policy must be oriented towards incentives as 
well as the raising of public revenues. That is, increasing saving for 
domestic financing as well as to attract foreign capital on an equity 
participation basis wil] have to be a major aim. 
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Some important issues, though they have a bearing on tax policy, 
e.g., pruning the plan, will be ignored and the present investment 
volume will be taken as given. 


(b) Operating General Principles 


In the context of these assumptions, the general principles that 
should underlie tax policy may be stated as under : 


The policy and structure must be shaped primarily to the needs of 
revenue and incentives for expansion, and only secondarily to social 
justice and similar ideologies. While stabilisation of the economy is 
essential and should be the function, partly, of monetary policy and 
institutions and partly of fiscal measures, tax policy must be directed 
particularly towards the larger and more basic objective of develop- 
ment. While it is perhaps true that the disincentive effects of taxation 
are exaggerated, adequate weight should be placed on the reality of 
psychological reactions as saving and investment are as much a function 
of willingness as of ability. This is particularly important in the 
ensuing seven years when private effort and output are the major 
problem. 


1. While, for raising revenue as well as restraining consumption> 
there should be a diversification of taxation in order to attain depth and 
spread, overdoing it by multiplying taxes and by too steep a graduation, 
specially at the top income levels, should be avoided. 


2. Simplification of tax structure and tax law is essential and this 
can be effected partly through scrapping taxes of little significance to 
revenue but with great anti-incentive effect. 
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3. Reduce the tax burden on the direct tax side specially on 
business. 


4. Liberalise the depreciation policy and increase initial allowances, 
particularly in industries whose output is necessary for stabilisation 
(e.g., sugar and textiles) and development (e.g., steel and machine tools). 


5. The policy should activise equity markets and attract foreign 
investments. 


6. Increase the emphasis on consumption taxes and make them 
more significant for revenue as well as for restraining consumption. 
Although the higher income groups will be more highly taxed on goods 
(e.g., luxuries) entering their consumption, the larger part of taxation 
for revenue and restraints should inevitably be on the lower income 
groups and on necessaries, 
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7. Irrespective of the desirability of a ceiling on incomes, in con- 
sonance with the Socialist Pattern objective, it is advisible for the present 
not to make it a tax policy aim but, if necessary, try to attain it 
imperceptibly. 


8. Similarly, reduction of inequalities—certainly one of the major 
aims of modern tax policies—may be effected through mild adjustments 
in tax rates, rather than fully training the tax weapon on that objective. 
It is desirable to make social justice a function more of public expendi- 
ture, as far as practicable. 


9. The tax structure should try to reduce incentives to evasion by : 
(a) removing nuisance taxes and nuisance clauses in tax laws, (b) 
reducing the tax burden wherever it unnecessarily hurts, (c) giving large 
discretionary powers to the tax administration and (d) adopting the 
Kaldor comprehensive returns device. 


10. Integrate agricultural income taxation with the general 
income tax. 


11. For efficiency, lower cost of collection, higher yield and simpli- 
fication of tax laws, centralise sales tax legislation and administration 
temporarily till 1966, ‘ renting’ the tax, if necessary, on the Canadian 
model of ‘ renting’ income and corporation taxes. Apply this device 
wherever possible. Minor taxes such as the Entertainments tax and 
land revenue and irrigation taxes, where local factors have to be adjusted 
to, cannot be centralised, and in such cases adjustments can be made 
and experience exchanged through conferences of the Finance Ministers. 
Even if such uniformity abridges the‘ autonomy ’ of the States, the 
game is worth the candle. 


12. Although they open out great possibilities and hopes of expand- 
ing revenues, increases in land tax, betterment and irrigation levies, 
should be thought over twice, since food production is a ‘ must’ and 
upsetting the agriculturist through direct and noticeable taxation is 
not wise, at least for the next few years. 


18. The States should exploit further the revenue possibilities of 
smaller items such as the Entertainments tax and stamp duties. 


14. Co-ordinate the tax legislations of the States and the Union, 
as well as of the Union and the capital-exporting countries. 


15. In spite of really important non-economic considerations, 
consider seriously the re-introduction of the Salt tax and the scrapping 
of prohibition. 
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16. Modify the Kaldor proposals by accepting the Capital Gains 
and Gift Taxes fully, the Wealth Tax partially, restricting it to individu- 
als, and by adopting the comprehensive return device; reject the 
Expenditure tax and the equity concept as a primary tax principle. 


17. More than all, give up the rigid approach characterising 
present policy and re-examine the whole of tax policy instead of feeling 
as the Union Deputy Minister for Finance did :5 ‘ Real thinking on 
tax policy during the remaining period of the Plan ought to be devoted 
to readjusting the changes already introduced to the demands of 
higher production.’ , 


(c) Tax Changes for Expansion 


The twin objectives of simplifying the tax system and reducing the 
tax burden on investment and initiative for accelerating development 
can be gained partly by abolishing some taxes and partly by adjustments 
in others. To the first category belong some of the ‘ nuisance taxes’ 
i.e., those with little revenue significance but operating as deterrants to 
investment. These have been imposed for reasons such as countering 
tax avoidance. Their abolition would mark the first step in simpli- 
fication. 


The first of the ‘ nuisance group’ is the tax on bonus shares. 
Bonus shares, no doubt, are often a device to avoid the dividends tax. 
Those who plead for its abolition cite the ground of tax equity, but it is 
a moot point if the real capital in an undertaking, and so the interests 
and risks of the shareholders should comprise only the paid up capital 
or all the net assets. The tax has in itself little revenue implication 
and has had, however, a definite psychological reaction on the class 
investing in equities. Its withdrawal, whatever the ground, would 
ease the psychological situation. 


Another tax which does not directly relate to companies but which 
affects the higher brackets of individual savers and hence indirectly 
investment is the Expenditure Taz. Its low yield, large administrative 
difficulties and its psychological implications, though at present the 
assessees are very few, suggest its abolition. Its main objective of 
preventing tax evasion, can be attained by demanding a statement of 
expenditure in the income tax returns. Even with Professor Kaldor’s 
recommendation of income tax reduction to 45 per cent, it is preferable 
to withdraw the expenditure tax. 


16 Address to the Bihar Chamber of Commerce, Patna, 7th July, 1958. 
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A third tax which should be scrapped is the Wealth Tax on companies. 
Although its yield is not insignificant, the tax has to go for three reasons. 
(1) It is likely to affect the accumulation of savings and their diversion 
to productive uses, while the immediate tax objective is augmenting 
savings. (2) There would arise administrative difficulties such as that 
of valuation and it has aroused opposition in the section crucial to 
saving. (3) As suggested below. there should be a ceiling on the tax 
burden on companies about 50 per cent and on individuals 80 per cent. 
For these reasons, it is discretion to take the tax off for the next few 
years and then reconsider the position, say about 1966. 


A second type of modification relates to adjustments in the tax 
structure. Ina developing economy, which is in a state of flux, inflation- 
ary possibilities, labour troubles, market uncertainties and the need for 
rapid changes in plant, product and organisation, profit prospects are 
uncertain, both in volume and in time. Such uncertainties would 
retard investment. Hence the necessity to liberalise further carry 
forward provisions. It is, therefore, desirable that looses are allowed to 
be carried forward indefinitely, as was the case prior to 1956, instead of 
being restricted to 8 years or less. Again, in the case of new enterprises, 
extend carry forward of tax exemptions under S. 15c of the Income Tax 
Act, beyond the 5 year limit. In both these cases, the loss of revenue 
would be worth the possibilities of greater business expansion. 


Perhaps, the most important modification needed in the tax 
structure is reducing total tax burden. The incidence on companies, at 
present 56 per cent, may, in the first instance, be brought down to 
50 per cent. 


On the personal taxation side, in addition to withdrawing the 
Expenditure Tax, as already suggested, place a ceiling on the overall 
direct tax burden, as a first step, at 80 per cent as in Sweden and Germany. 


One or two concessions claimed by private business are not strictly 
desirable. Thus, the plea that the special super tax on new enterprises 
which are only registered firms and not companies is inequitous, on the 
ground that such a firm is not very different from the individual partners 
and that the tax rates are higher than those on a corporation. This tax 
introduced in 1956 doubled the tax rate, largely in order to neutralise 
the special advantages the firm had over the corporate form, e.g., in 
splitting of incomes. Although the business plea is not sustainable, 
the tax may be withdrawn as a gesture of goodwill, in view of the partners 
being liable for taxation as individuals, at a higher rate and of the 
inconsiderable loss of revenue. Similarly, the 10 per cent limit on 
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income allowed to companies under S. 23-A if the accumulated reserves 
are in excess of the paid up capital or the fixed assets, may be increased 
to 25 per cent, in order to provide a larger margin for expansion and also 
to bring these companies nearer the industrial companies, now allowed 
55 per cent. It would certainly be good if this concession is limited to 
genuine investment companies, but the process of choice of such 
companies would lead to a lot of administrative difficulties. 


Some other claims of private enterprise for tax changes appear 
unacceptable. For example, the withdrawal of the surcharge on 
unearned income. Prof. Kaldor suggested this in the context of the 
Wealth Tax. But, since the Wealth Tax is on the basis of the assets 
value and the surcharge, on that of the yield, and whatever the tax 
level, discrimination between unearned and earned incomes is called for, 
the surcharge should continue. Similarly the Capital Gains and Gift 
Taxes have no reasonable claim for their abolition. So also the demand 
that limitimg dividends to 6 per cent is unfair as being too low and as 
it may affect the flow of foreign capital and particularly in times of high 
interest rates ; but, in the case of certain enterprises, e.g., highly risky 
or desirable enterprises, flexibility in rates could be usefully introduced. 


But in the wider national interests and over the long period, it is 
worth considering if the Excess Dividends Tax cannot be replaced at 
least in the Third Plan Period by the National Development Taz as 
outlined by me in the Commerce Annual 1958. 


(d) Taxation for Resources 
1. SEconp PLAN PERIOD—1959-61 


Let us review briefly the revenue position today and in the next 
two years'*, The Centre’s tax efforts made during the last three years 
are estimated to yield in the Plan period Rs. 900 crores, but, on account 
of revenue absorption elsewhere, the improvement of Rs. 500 crores at 
the Centre has, in effect, added to the Plan resources only Rs. 45 crores. 
The States should have contributed Rs. 550 crores in 1956-61 but might 
be able to provide only Rs. 350 crores, if they reach the tax target of 
Rs. 225 crores. ‘It is vital’, observes the Planning Commission,!” 
‘that this terget is reached—and, if possible, exceeded ’. 


16 Vide: Appraisal and prospects of the Second Five year Plan (May 1958), pp.10- 

18, and annexures II to VIII. I shall pass over the ‘Reappraisal’, of September 1958 

= an any ‘ Re-reappraisal ’ at the National Development ‘Council meeting in 
ovember 1958. 


1? Ibid, Para 27. 
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Agreeing with the Commission that at this stage pruning the Plan 
is both undesirable and impracticable. I believe that reducing defence 
expenditure is unwise, and anticipating reduced food imports is unwar- 
ranted. We shall, therefore, accept as conservative the estimate of 
additional internal resources of Rs. 240 crores in 1959-61 ; but question 
if the share of taxation is to be only Rs. 100 crores, of which the Centre’s 
share is Rs. 40 crores and the State share, Rs. 60 crores. The Planning 
Commission holds that the scope for additional taxation at the Centre 
is very limited and that any additional revenue should come from 
enlarging the tax base and reducing evasion, without impairing 
incentives to work and to save. 


Table 6 of the ‘ Appraisal’ makes four things clear. (1) In the 
context of the actual performance in 1956-59, it is over-optimism to 
expect from the States and on their own initiative all that is hoped for ; 
to cite one case, the Betterment levies were expected to yield Rs. 47 
crores in five years but from the measures taken so far by the States, 
a yield of only Rs. 2 crores is expected ; (2) many of the tax measures 
in Table 6 are not elastic enough, (e.g., land revenue) ; (3) Where they 
are elastic (e.g., sales tax) the State efforts, whatever the reason, have 
been inadequate and therefore, if their yield is to be maximised, the 
Centre should take them over; and (4) the experience of the last three 
years indicates that the Centre will have to be looked up to for more 
revenue through adjustments in tax pattern. 


I should venture to suggest that, if the internal additional resources 
are taken at Rs 240 crores, the dependence on taxation will have to be 
larger than the ‘ Appraisal’ presumes. For, (1) it is doubtful if even 
Rs. 50 crores (i.e.,—10) can be expected from borrowings, and Rs. 50 
crores (i.e.,—80) from economies so that the tax revenue needed would 
really have to be Rs 100 (Centre) + Rs 40 (States) crores ; and (2) on 
their present record the States may not be able to contribure even Rs. 40 
crores (i.e.,—20). On this guestimate, the Centre will have to find in 
two years additional tax revenue of the order of Rs. 100 crores, at least. 


Can the Centre and the States find this extra of Rs. 140 crores 
(100 + 40), and if so, where and how ? 


An analysis of the revenue trend of current taxes—Union and 
State—indicates the scope for revenue’*. Two important Central 
levies are the Income and the Corporation Taxes. As is seen in the 
appended statement, the receipts from these, particularly the latter, 


18 Vide Table II. 
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have, since 1954, been rising slowly, although the Income Tax by itself 
has been stagnant in yield. The increase in receipts, which is related 
to the growth and distribution of the national income, has been since 
1955, about Rs. 15 to 20 crores a year as compared with the immediately 
preceding year. Although this is too short a period to indicate the 
trend, an annual increase of about Rs. 10 to 15 crores may be expected 
in the next two years, since the national income is estimated to grow at 
5 per cent per annum. But in view of the suggested reduction in rates 
and the liberalisation of allowances etc., particularly on the corporation 
side, any normal increase in revenue is likely to be absorbed by these 
concessions, and therefore, the overall revenue may not be far above the 
current level. That is, the planners may not look for any substantial 
additional resources from the income and corporation taxes at least 
till the middle of the Third Plan, and any increase that may accrue 
should be viewed as a windfall. 


There is, however, one direction in which some additional revenue 
may be expected. The general trend in national income has been that 
agriculture constitutes about half the aggregate ; and there is practically 
little of it liable to income taxation.!® Even in the non-agricultural 
sector, because of the exemption level, only a small fraction of the 
income is assessed. Thus in 1955-56, the number of assessees was 5-2 
lakhs, and the assessed income Rs. 936 crores out of nearly Rs. 5,500 
crores contributed by the non-agricultural sector. There is, no doubt, 
considerable evasion, though there are very wide differences in the 
guestimates made of the evading income. Professor Kaldor puts it 
at Rs. 576 crores and the revenue lost at Rs. 200-800 crores, whereas 
the Central Board of Revenue has them as Rs. 160 crores and Rs. 85-40 
crores respectively, and the number of evading assessees about 2 lakhs. 
I am inclined to accept the Central Board’s figures. 


Since roping in evaders depends on adequacy and efficiency of the 
tax staff, one could expect that, in the next two years, about half the 
evading income may be broughtin. That is, the total income assessed 
would be about Rs. 1,016 crores (Rs. 986 + 80) and the additional 
revenue about Rs. 12 to 15 crores per year. 


The other Union direct taxes are of little revenue significance. The 
Expenditure Tax, not only yields little but also is in the experimental 
stage, and I have suggested that it may be scrapped. Similarly the 
Estate Duty along with the Gifts Tax, whatever its potentialities, may 
not be depended upon for much increased yield in the near future. 


18 Vide, Table I. 
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The budget anticipation of Rs. 12 crores from the Wealth Tax may not 
materialise, and in view of the revenue loss arising fromt he suggested - 
exemption of companies from the tax, newer assessees that may be 
brought in may at best, make up the loss. 


The two direct taxes at the State level that matter are Agricultural 
Income Tax and Land Revenue. The yield of the former shows a slowly 
rising trend and if merged with the Union Income Tax, the agricultural 
income tax could become an all-India-feature and with higher rates and 
lower exemption and under more efficient and uniform administration, is 
likely to yield additional revenue perhaps of the order of Rs. 5 crores a 
year. But since the integration of the agricultural and general income 
taxes, even if decided upon, would take time to settle down and to yield 
the additional revenue, we may not count upon any additions from it. 


Land revenue shows a definite trend to increase, though slowly, 
and may be counted on for an extra Rs. 2-3 crores a year. But high 
hopes,—frequently expressed in India today—of large increases under 
this head must be toned down. For, at present, land revenue is periodi- 
cally revised and so the increases must come, by and large, from irri- 
gation and betterment levies. More urgent, however, than increased 
receipts is expansion of agricultural output through greater utilisation 
of the irrigation potential. Under existing conditions, any augmenta- 
tion of the direct tax burden on agriculture in general, though fully 
warranted, may lead to relaxation of the agriculturists’ efforts. Tha 
Government’s awareness of this was voiced by the Union Deputy 
Minister for Power and Irrigation in September, 1958 in the Lok Sabha : 
‘ The levy of the betterment tax was one of the factors that discouraged 
cultivators to take advantage of the irrigation potential additionally 
created.’ It may, therefore, be wise not to bank on more than Rs. 2-3 
crores a year extra in land revenue and related items. 


The foregoing analysis suggests that, whatever the prospects in the 
Third Plan Period, in the next two years (1959-61) not much extra could 
be expected from direct taxes. The additional revenue may be about 
Rs. 15 to 20 crores a year. 


Let us now take a look at the consumption taxes. Customs duties 
show little promise. The revenue trend is not only downward but also 
may become more pronounced, in view of the industrial development 
at home and the restriction of imports for foreign exchange and other 
reasons. A reshuffling of the import tariff in the direction of reducing 
duties on imports of capital goods to help development and on consumer 
goods to reduce inflationary pressures and to remove anamolies and 
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doubts may be necessary. A desirable major change but not of much 
revenue significance is the wider substitution of ad valorem for specific 
duties. On the side of export duties, the drive for larger exports requires 
reduction and even abolition of some duties. 


Central excises, therefore, are the real inspiration for further 
revenues. Apart from the result of the substitution of Union excise 
duties for State sales taxes on sugar, tobacco and textiles, they have 
shown a phenomenal expansion in yield, arising partly from the increase 
in population, partly from more goods being brought into the taxed 
category, but largely because of tax rate increases. Given the current 
trend in population growth and national income increase, the rising 
trend of receipts should continue, even at the current tax rates. The 
normal increase may be at the cumulative rate of about Rs. 10 crores 
a year (population growth—5 millions x — } of growth in national 
income—5 percent). There is, however, a special reason why the rates 
also should be raised and, thus, the revenue potentialities exploited 
more fully. 


The distribution of the national income and the indirect tax burden 
would suggest the direction of change. Of the Rs. 11,400 crores of the 
former in 1956-57, only about 10 per cent came under the income tax 
groups—assessed income Rs. 936 crores and possible evasion Rs. 160 
crores. By and large, therefore, 90 per cent of the national income 
escapes direct taxation. This large volume can be reached only through 
consumption taxes, and this is particularly true of the increases in 
national income of the nearly fifty percent accruing in the agricultural 
sector, practically out of range of the income taxes. Let us make an ap- 
proximate analysis of the tax burden. In 1957-58 (R.E.) direct taxes— 
(general income, corporation wealth and agricultural income taxes and 
the estate duty)—yielded about Rs. 225 crores, presumably paid by the 
income tax assessees, giving a per capita contribution of Rs. 4,600 ; i.e., 
in terms of the assessed income, the tax burden was about 24 per cent. 
Indirect taxes (items 7 to 14 in appended table) yielded about Rs. 671 
crores paid by 38 crores of people, i.e., a contribution of Rs. 17-6 per 
head or 6 per cent of the per capita income. 


This wide difference indicates the scope for tapping the relatively 
lightly taxed section, particularly the 50 per cent of national income 
accruing to the agricultural sector, in an imperceptible manner, and with 
great administrative economy. The extent and direction of the possible 
increase in the excise duties depend on the need for resources in 1959-61 
and in the Third Plan period, on the current rates, and on the point of 
impact as well as on the other tax burdens and the cost of living level. 
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An overall increase of 10 per cent in the basic rate in indirect taxa- 
tion appears feasible and necessary ; and while it would yield about Rs. 60 
crores a year, the burden would be only Rs. 1-7 per capita. Even if a 
few major commodities—({vide Table III), say in all 15,— liable to 
Union excise, are taxed, the additional receipts would be about Rs. 25 
crores, i.e., about 65 naye paise per capita, which amounts to one quarter 
of one per cent of the per capita income. 


This suggestion may appear preposterous specially in view of the 
agitation for tax reduction by both producers and consumers. Sugar, 
textiles and tobacco manufacturers have been most vociferous in the 
recent past. For example, Mr. Naval H. Tata referred to the ‘ crushing 
burden ’ of the excise duty and pleaded for its reduction to revitalise the 
cotton textile industry. 


Let us analyse the textiles case. It is true that the industry was in 
a crisis till July 1958 (and perhaps still is) when the excise duty on mill 
cloth was further reduced ; and largely because of a cost inflation due to 
rise in wages, prices of raw materials, ete. But how much of this crisis 
was traceable to the burden of the excise duty? The tax rates vary in 
the different categories of cloth, e.g., coarse cloth paying per square yard 
a basic duty of 4 naye paise plus a surcharge and the superfine variety, 
244 naye paise plus a surcharge. Very approximately, the current 
excise duty along with the cess on cotton textiles is about 22 per cent 
on superfine varieties and about 12 to 15 per cent on the coarser ones, 
lowest category. Even an increase of 15 per cent on the superfine and 
10 per cent on the coarser varieties would work out to an overall increase 
of about 3-4 per cent on the former and 1-5 percent on the latter. In 
this buvden enough to create a glut in the market and crush the industry? 
Have the recent reduction—in December 1957, and March and July 
1958, costing the Union a revenue of over Rs. 20 crores—radically 
changed the market position ? 


No doubt, the industry must be helped to tide over the crisis, but 
the solution lies elsewhere ; for example in adjusting work loads on a 
more rational basis, in greater freedom regarding employment and 
remuneration of labour in filling retirements, paying gratuity, retrench- 
ment compensation and so on. There is also another facet of the 
argument. Production costs have risen because wages have risen 
enormously. Thus, the average basic wage plus allowances and benefits 
was in 1946 about Rs. 70 per month and in May 1958, amounted to 
Rs. 165. But, how much of this was due to the tax factor? As 
indicated above the aggregate annual burden of all the consumption 
taxes does not exceed Rs. 18 per capita and even relating it to the 
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income level of the textile worker and his family of say 5 persons, the 
tax burden would be about Rs. 85, or about 4 per cent of wages. This 
cannot be an adequate explanation—though perhaps a sufficient excuse— 
for a wage rise or a cost of living increase. What I wish to emphasise 
is that taxation appears to have played a very insignificant role in the 
textile crisis. The same would be true of sugar and tobacco excises. 


Reverting to my suggestion that the Union excise duties should and 
could, as an emergency measure, be raised by 10 per cent ; and that this 
increase would add about two and a half per cent to the existing aggre- 
gate tax burden. Since the increase is dovetailed with reductions at the 
direct tax end, the producers have to choose between concessions, though 
small, on the direct tax burden and the increase in the excise duties, 
which they can shift, in whole or in part. They cannot both eat the 
cake and have it. 


Another consumption tax, on which greater reliance can be placed 
for revenue, is the General Sales Taz, which should be viewed from the 
larger perspective of national policy. This State source has shown an 
increasing yield, except in 1958-59, when the drop from Rs. 97-2 crores 
in 1957-58 (R.E.) to Rs. 75-3 crores in the next year (B.E.) was due to 
Union excise duties replacing the sales tax on sugar, tobacco and textiles. 
With rationalisation and simplification of the structure and admini- 
stration, a wider coverage, a more efficient plugging of tax loopholes, and 
better co-ordination of the tax with other levies, it should be easy to 
increase the current yield and also to have a 10 per cent increase on the 
existing rates. This step is likely to yield Rs. 15 to 20 creres annually, 
sufficient to replace the loss on the sugar, tobacco and textiles account. 


These changes can, to a very limited extent, be effected through a 
change in the concept of essentiality, but the much needed thorough 
overhaul requires centralisation of the tax in order to bring about 
uniformity in tax law and to reduce collection costs arising from ad- 
ministrative duplication. This should be done, at least on a temporary 
basis, for the period of the Second and Third Plans by resorting to the 
Canadian device of ‘ renting’, i.e., the Centre taking over the sales tax 
from the States in return for the distribution of the full proceeds or the 
annual payment of a guaranteed minimum, 


Two other State sources that compel consideration are state excises 
and motor vehicle levies. The former have, no doubt, tended towards 
stagnation of yield, but growing population and incomes suggest the 
possiblility of a 10 per cent increase in revenue at the current rates, 
which should yield about Rs. 5 crores more per annum. The receipts 
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under the Motor Vehicles Act have been steadily rising and with improve- 
ments in transport and with growing industrialisation, the trend of 
growth under the current rates may be expected to continue, and a 10 
per cent increase should be feasible, yielding about Rs. 2 crores a year. 


It should be emphasized that the suggested increases, numerous 
and enormous as they appear, are really not very burdensome as they 
would reduce the per capita income by a little more than one-half of 
one per cent. For, they are essentially in the nature of a surcharge, 
being on the basis of the current duties. They would, however, serve 
the revenue purpose ; and even if the whole of the increase is shifted to 
the consumer, the price rise would be small. Cost of living and wages etc., 
would not be materially affected nor would production costs increase 
substantially because of the tax increases. Further, since the commodi- 
ties taxed are largely of the necessaries variety but not principally of the 
food and rent group, which constitutes the largest element in the lower 
income family budgets, the incidence of the suggested increases will be 
very minor. 


There are, however, two considerations of note. First, if the levy 
and collection are at the base, i.e, the manufacturer’s end, the tax may 
be pyramided, but even then the extra burden and the consequences 
would be negligible. For, the trader’s profit margin on his cost is about 
10 to 12} per cent an assuming a three step transition from the manu- 
facturer to the ultimate consumer, the burden of the pyramiding would 
be about 40 per cent of the tax increase, i.c., 4 per cent of the total tax 
rate, which would work out to less than 1 per cent of price. Secondly, 
the tax rise may become an excuse to the producer or trader to put up 
prices artificially but this is a situation to be met by other devices. 
A further likely consequence is political in character. In a democracy, 
where the masses are uneducated and uninformed, the small tax increase 
may be magnified into a progpaganda weapon. This again is to be 
considered on a different front. 


Two non-tax revenue items of significance may be referred to in 
passing. The yield trends under currency and mint, and civil admini- 
stration indicate scope for increasing receipts. 


Two other high yielders to which references have frequently been 
made—the reimposition of the salt duty and the scrapping of prohi- 
bition—need very serious reconsideration by the Government, parti- 
cularly in the light of recent findings, for example, of the U.P. Economy 
Committee. I shall only quote from a minute to the Prohibition 
Committee Report : ‘ There does not seem to be a single Government 
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which professed such zeal for prohibition ‘as to give it first priority, 
surrender current revenues and impose fresh taxes.’ Although non- 
revenue factors influence the policy, would not realism demand a 
reassessment of the prohibition issue in an emergency? The Govern- 
ment may hesitate to take this step in the next two years, but it should 
be seriously thought over for the Third Plan. 


The additional yield from the changes in the indirect taxes would 
be about Rs. 80 crores in 1959-61, in addition to the possible receipts 
under the direct taxes—Income taxes, agricultural income taxes, and 
land revenue—of about 15 to 20 crores of rupees, in all Rs. 100 crores. 


2. Txutrp PLan PERIop—1961-66 


Much of what has been suggested for the next two years would well 
apply to the Third Plan, and the tax policy and pattern would not 
change. It is unwise for an outsider to guess the likely magnitude of this 
Plan but a guess will have to be hazarded, if the tax policy suggested 
above should apply in 1961-66. Five considerations suggest that the 
investment in the public sector—for which taxes will have to raise 
resources—can and should not exceed Rs. 5,000 crores, and may possibly 
be nearer Rs. 4,500 crores, i.e., the size of the Second Plan, although, in 
view of the repayment commitments, the net resources available for real 
investment would be less. First, experience under the Second Plan 
regarding domestic resources and foreign exchange has been none too 
happy and cautions limitation in size and direction of investments. 
Secondly, the Third Plan will have to be largely one of consolidating 
and correcting the Second Plan effort. Further, although increasing 
national income would enlarge the base for resources, the Second Plan 
commitments, e.g., regarding repayments of foreign liabilities, would 
counsel cutting down fresh commitments. Fourthly, the wholesome 
advice tendered by international lending institutions such as the IBRD, 
to go slow and to cut the coat according to the cloth, is sure to have its 
influence. Finally, there appears to be the operation of a ‘ Law of the 
demand for capital resources in a planned economy.”® This suggests 
that the shape of the demand curve for capital would tend to get 
flattened about the third or fourth stage of development, although, 
under more favourable conditions, this stage in India may have been 
reached a plan or two later. 


On these considerations, however, the resources needed would be 
about the same as in the current plan ; and the budgetary contribution 


© Vitle, Allocation of capital resources in a planned economy, Indian Economic 
Journal, October, 1955, 
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will have to be about 35 per cent i.e., about Rs. 1,400 to 1,700 crores in 
five years. This is larger than in the Second Plan because the two 
important sources will be less available, viz., foreign aid at Government 
level and deficit financing, and also the tax base will be broader. 


I. 


The revenue required from taxes (Rs 1,400 to 1,700 crores) could 
probably be raised under the policy suggsted above. 


Probable direction of tax yield in 1961-66 


Union: 


(a) Tax receipts as estimated 
under the Second Plan 
Normal increases in yield 
(due to growth in national 
income and in population)... 
(c) Receipts from suggested 
increases etc. 

Indrect Taxes (+ 10%) 

Direct taxation (reduced 

evasion, etc.) a 
Revenue from Salt tax and 
abolition of partial prohi- 
bition occ jn 
(e) Increases in non-tax items... 


States : 


State tax efforts as in 1956-61... 

(Includes current rate of receipts 
from sales tax, agricultural 
income tax and land revenue, 
though the former two may be 
centralised ; and in view of the 
II Plan experience, reduced 
dependence is placed on State 
efforts). 


(0) 


(d) 


and 


Less estimating errors 
relaxed efforts... wos eee 


Probable net tax and non-tax 
receipts in 1961-66. ... coe 


(Rs. crores) 


Annual Five Year Period 


725 


1650 crores. 
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Some modifying factors may be noted. (1) If tax evasion is 
larger as Professor Kaldor presumes, but evasion prevention more 
efficient as all would hope, the net increase in income etc., tax yields 
target may be more ; (2) the aggregate increase in national income may 
be more than 5 per cent and its pattern of distribution more favourable 
to taxation ; (3) the States may exert more in levying and collecting 
taxes ; (4) the non-tax receipts, e.g., currency, railways, forests etc., 
may be larger. At the same time (5) the foregoing estimates of tax 
receipts may be optimistic and the actual yield less ; (6) the current 
unwelcome trend in non-developmental and pseudo-developmental 
expenditure may be accentuated; (7)similar factors may reduce the yield. 
But, by and large, these may be presumed to neutralise each other so 
that the suggested yield of Rs. 1,600-1,700 crores may not be far from 
the realisation. This depends on the proposed increase in indirect 
taxation and the alteration on the salt and prohibition fronts. To the 
extent, that these are not adopted, the tax receipts may fall to Rs. 
1,100-1,300 crores. 


This would affect the size of the Third Plan. The experience of the 
Second Plan indicates that tax efforts normally may yield about 20-25 
percent of plan resources, i.e, about Rs. 1,000-1100 crores. In view of 
the tight corner the country is in, and the need to water down doctrinaire 
approaches, a fifty per cent increase in the effort and yield, as assumed 
above, may not be difficult. Thus, to argue back fromthis assumption, 
that taxes may contribute about Rs. 1,600-1,700 crores in 1961-66 and 
that this would be about 35 per cent of plan resources, the Third Plan 
itself will have to be of the order of Rs. 4,500 crores. That is, if even 
this (Rs. 4,500) is to be the level of investment in the public sector, the 
suggestions regarding tax increases, tax centralisation and salt and prohi- 
bition items will have to be seriously considered. It becomes, again, 
a choice between material advancement and future development on the 
one hand, and socio-political considerations and ideologies, on the other. 


The tax increases suggested above are definitely against the current 
trend of opinion. The Planning Commission has stated that no further 
tax increases are possible. The Union Government has repeatedly 
asserted its Socialist Pattern objective. The common man and the 
Press have claimed that taxation is already too heavy to bear and is 
inequitable. As this weight of opinion is formidable. I shall analyse 
briefly the why of my suggestions and their repercussions, 


It is obvious that, if the Second Plan is not going to be pruned 
radically—and at this stage the step is both impracticable and unwise,— 
and the Third Plan is to be at least of the Second Plan’s magnitude, 
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resources have to be found. It is very doubtful if (1) foreign aid could 
and should be depended upon to an unlimited extent; (2) the efforts to 
raise internal loans—market and small savings—would be more success- 
ful than originally anticipated or even as heartening as those floated 
by the Union and the States in early 1958 ; and (3) more deficit financing 
can be resorted to without creating a crisis. Therefore, I have assumed 
that the least of the evils for raising the required resources is taxation. 
Since incentives to private investment and initiative are imperative,— 
although the private sector’s clamour may be suspect,—no tax increase 
in that direction is well-advised under current conditions. The revenues, 
must, thus, come from consumption taxes only, if the Second, and 
probably the Third, Plans have to be seen through. There does not 
appear to be any otherway out. 


The possible repercussions of the suggested tax changes may be 
viewed from three angles :(1) equity or fairness of the burden; (2) 
inflationary possibilities ; and (8) political reactions. Let us analyse 
these effects. 


I have argued that equity is, in fact, of secondary importance in a 
developing economy, and particularly, when the major problem is 
economic growth. The trend of taxation towards equity would definitely 
retard the rate of growth in a mixed economy and sacrifice long term 
benefits for short term gains. After all, the non-income-tax paying 
sector is contributing about 6 per cent of its income as taxes. It is 
true that even alittle extra on this sector would add relatively more to 
their burden. But the choice before the country is a hard, though clear, 
one—Shall the plan be carried through and production increased ; 
or shall it be slowed down ; or shall it be deficit financed? Equally 
clear is the greater benefit to the poorer section once this crucial transi- 
tion is passed. Finally, like equity the ‘ taxable capacity ’ concept is 
hazy, and where the balance in tax rates between the ‘ richer’ and 
‘poorer’ sections, the direct and indirect tax groups should be struck is, 
in underdeveloped economies, not a matter of logic but of personal 
preferences. And even this opportunity of reducing consumption 
taxes would arise in the not-too-distant future. 


The inflationary argument has a little more substance but is not 
completely convincing. There is, at the moment, a certain amount of 
inflationary pressure in India but in view of the indefinite volume of 
deficit financing and of the slowing down of production—agricultural 
and industrial—the direction of this pressure would be uncertain. In 
such a situation, any increase in consumption taxes would prima facie—. 
at least in theory—add to inflation. 
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But, for three important reasons, this may not happen. First, the 
suggested increase in burden is so small a part of the total price level 
that it should not raise prices materially. Secondly, as in the case of the 
recent excise duties on textiles, a part of the tax increase islikely to be 
borne by the producer and not passed on to the consumer, the extent 
depending on market conditions. Thirdly, the taxed commodities them- 
selves form a small part of the family budgets of those affected. 


Let us view the inflationary fear from the angle of the possible 
neutralisers. The increased tax yield would naturally reduce the scope 
for deficit financing, with its more certain inflationary effects. Further, 
in all planned economies there are, selective controls—direct and indirect 
—which, if properly operated, could and should peg down prices. Again, 
as suggested earlier, a closer co-ordination between tax policy and 
monetary policy, which is a major weapon of such control, should assist 
neutralisation. Finally, the chances of increased inflationary pressures 
that could be traced to this small tax increase is, I am convinced, a 
calculated risk, worth taking. 


The really important consequence to be considered is in the political 
field : the likely effect of a tax increase—often exaggerated by the 


Opposition Press and Platform—on election prospects, and on the party 
being twitted that it has let down the ‘ Socialist Pattern.’ This is an 
issue in which the tax man has little to say but, I suppose, the party 
now in power, with its tradition of sacrifice, its devotion to socio- 
economic upliftment and its entrenched position, should be able to 
satisfy the electorate on an issue, which has only worse alternatives. 


(e) Conclusion 


The foregoing tax policy and its application require a bold approach 
to the problems and objectives before the country. It is obvious, that, 
for the next seven years, there will have to be a slowing down in practice, 
of the Socialistic Pattern of Society. Not that the national-objective 
should be abandoned or watered down but that, since social justice and 
welfare are largely a function of larger production in the community, 
the years 1959-66 will be the initial period for raising the output for 
distribution later. Secondly, in this period, the role of the private 
sector will definitely grow in significance and the composition of the 
‘mixed economy will have to be a little more private sector biassed. 
Finally, though the social justice aspect of fiscal policy will lean more on 
the expenditure side, the limitation of public revenues, the need for 
investment and the incentive requirement in the tax policy, will neces- 
sarily reduce the expenditure on welfare schemes, — 
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Very broadly, the emphasis in tax as well as in general policy will 
have to follow a pattern somewhat as below : 


II and III Plan Period—short term—main emphasis on resources, 


II to IV Plans—intermediate term—growing emphasis on invest- 
ment and incentives. 


IV Plan onwards—long term—major emphasis on social justice. 


The tax policy suggested above relates to the next seven years, and 
this will necessitate a reconsideration of the policy, in 1965-66, in the 
light of its operation in 1959-66; of the resources available and required 
at the end of the Third Plan ; of the performance and behaviour of the 
private sector in the seven year period ; and finally, of the desirability of 
a reassessment of the wider socio-economic policies. 


One risk arising from this policy may be noted. Any concession, 
whatever the motive, to private enterprise is suspect. In a democracy, 
political capital may be made out of this situation—we may call this 
the ‘ agitation effect’ of tax policy. But, since the present Govern- 
ment is safe in the saddle for the ensuing two years and even if it loses 
alittle in the next general election—as would happen in all democracies— 
it will be in power at least till the end of the Third Plan. By then, 
a great deal of economic development can and should be achieved. But 
if at the end of this period—after 20 years in power and after 15 years of 
planning—considerable economic growth has not been achieved, then 
it may become inevitable to think of alternative governments and 
policies. 


It is worth repeating what Mr. J. R. D. Tata said at the TISCO 
meeting on 18th September, 1958: ‘ Never before has it been more 
necessary for us to be practical and realistic in our approach to examine 
problems and in the process to be willing to shed some of the prejudices 
and dogmas which have so heavily coloured our thinking in the past’. 


This is a very wise observation, but it cuts both ways—the Govern- 
ment and the private entrepreneur as well. The State has, rightly or 
otherwise, an ideology and although, during the last ten years, diffi- 
culties have come in the way of its fuller realisation, the pace of its future 
operation depends on the behaviour of the private sector. The tax 
reductions suggested above are based on assumptions about the effect 
of and need for greater incentives ; but the detrimental effects of the 
current direct tax structure on private investment and initiative 
assumed in the preceding pages are certainly not beyond dispute. If, 
therefore, tax reductions are made—and even if they are not made,— 
the future of the private sector lies in its own hands. A little less of 
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ostentation—lest the expendtiture and wealth taxes sould become more 
punitive,—a little more of saving and enterprise, in spite of heavy 
taxation, and a great dea] more of effort to increase production, parti- 
cularly of consumer goods, would be needed if King Stork is not to replace 
King Log. The example of neighbouring countries makes it clear that 
the present political set up in India,—its ideological assertions notwith- 
standing—is King Log., relatively harmless to private investment and 
sympathetic to democratic institutions. A failure of its efforts in the 
next few years to build up economically—for which, rightly or wrongly, 
the private sector will be blamed—may bring in King Stork. Will the 
private sector not rise to the occasion. ? * ; 


Lucknow M. H. Gora. 


APPENDIX 


TaBLeE I. National Income and Income Taxes in India 
A. National Income (at current prices) 





| 1949-50 | 50-51 [51-52 | 52-53 | 53-54 | 54-55 | 55-56 | 56-57 





Aggregate (Rs.crores;| 9,010 | 9,530 | 9,970 | 9,820 |10,480 | 9,610 | 9,990 | 11,410 


Share of 
agriculture - 4,490 | 4,890 | 5,020 | 4,810] 5,310] 4,350 | 4,530 | 5,690 


Share of others ,, 4,520 4,640 | 4,950 | 5,010 | 5,170 | 5,260 | 5,460 | 5,720 
Per capita in Rs. 253 265 274| 266 280) 254 260 | 294 





























( Source ; C.S.O. stimates of National Income.) 


B. Income and Corporation Tazes 





| 1949-50 s0-s1 ' 1-52 52-59/50-54 





Assessed income 
(Rs.crores) 585 577.2 -9 | 729.6 | 781.2 


Number of assessees 
(lakhs) 8.1 8.5 J 9.4 5.0 


Tax assessed (Rs. 
crores) (total 
demand) 163.1 190 177 


%of assessed to 
national income 6.5 6.0 ’ 7.4) 8.0 





























(Source : C.B.R.Income 7'ax revenue statistics.) 


*I thank Mr. S. Subbaramaiah of the S. V. University and Mr. S. Ramkrishnan 
oy Prof. R. Balakrishna of the Madras University for discussing the content of 
the address, 
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THE AFFLUENT SOCIETY* 


At a time when economists may be approaching a saturation point 
on books and articles dealing with the poverty of the underdeveloped 
part of the world, it is refreshing to consider the antipode : the problems 
arising from its very wealthiness for the world’s richest nation, the 
United States. Not that Professor Galbraith’s volume is to be regarded 
as a mere intellectual divertissement ; on the contrary, he has laid bare 
some of the greatest shortcomings in the American economy with acu- 
men and with an almost brutal frankness. Many readers will be annoy- 
ed and a few will be repelled by the author’s condescension to commonly 
received ideas, which he labels the “ conventional wisdom’”’, and to 
which limbo he consigns all economists besides himself. But this un- 
mannerly condescension should not belie the fact that Galbraith really 
is running counter to conventional thinking, and also that—in doing so— 
he is discovering some new and important truths. 


What he discovers is the paradox that in the midst of relative abund- 
ance, Americans are pursuing the maximizing of output and productive 
efficiency with a fanatic passion which frequently sacrifices other worthy, 
more desirable, goals. In an eloquent chapter on “ The Vested In- 
terest in Output ” (Chapter 13), the author explains how businessmen 
derive prestige from the emphasis on production ; the “ liberal ” (i.e. 
left-winger), on the basis of Keynesian ideas, cherishes maximum 
output for the sake of full employment ; socialists have been persuaded 
that redistribution promises the poor man less than increases in aggregate 
output ; private production is considered real, whereas Government 
activities are thought to yield only ephemeral utilities; and finally 
national security is said to depend in a critical way on economic 
product. Thus the cult of production supercedes and sublimates older 
credos of reform and of social and national welfare. 


Most of these supposed connections of well-being and increased 
output by the private economy Galbraith denies or at least denigrates. 
First and foremost is the fact that the profit-making sector has carried 
want satisfaction to the stage at which relatively inconsequential 
private wants outrank much more fundamental public wants. Auto- 
mobiles with tail fins are driven over poor roads; luxuriously appointed 
living quarters exist in the chaos of urban overcrowding, dirt, and noise ; 
children are well fed and clothed, but poorly educated. “ Alcohol, 
comic books, and mouth-wash all bask under the superior reputation of 


*The Affluent Society —By J. K. Galbraith (London: Hamish Hamilton, 
Ppxii+288. sh. 21/:). 
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the market. Schools, judges, and municipal swimming pools lie under 
the evil reputation of bad kings ”’ (p. 106). But over and beyond this, 
the drive toward increased production, backed by the profit motive and 
strong ideological buttresses, has diverted a great deal of energy into 
the creation of wants, merely to keep the productive apparatus fully 
employed. 


In all of this, I feel, Galbraith is saying things which, though not 
pleasant to hear, are fundamentally valid. So too are his observations 
on production and defence. In the present day and age of interconti- 
nental ballistic missiles, as he observes (p. 136), “‘ We have probably had 
the last of the conflicts that, even remotely, could be called a Gross 
National Product War’’. Even were it otherwise, even if a future 
military engagement were of a much more conventional character, 
experience (which Galbraith has had personally in the Office of Price 
Administration in World War II) shows that people who have become 
accustomed to luxurious standards of living are not apt to be able to 
surrender these standards easily in time of war (p. 182). The link 
between production and national defence is not the direct and simple 
one which we have been led to assume. 


Other connections of production and welfare are less important than 
conventionally believed. Economic security in some measure requires 
large output ; but the reverse causation, by which security, for manage- 
ment and labor alike, is an important motivation and condition for out- 
put is—in modern conditions—equally important (Chapter 8). Produc- 
tion must decline in importance, as a logically unavoidable conclusion 
from the accepted theory of diminishing marginal utility ; and conse- 
quently, the social ethos which has glorified the business man must also 
decline. The highest honor to the successful businessman is to walk 
in an academic procession and receive an honorary degree ! 


The pressure to keep the American economy operating at an ever 
increasing tempo Galbraith believes to be a serious cause of instability. 
For one thing, the Gargantuan efforts to sell more and more results in 
further extensions of instalment credit ; but there are limits to which 
it can be carried, and then comes the reaction. Production near to 
plant capacity generates inflation in other ways: new and additional 
plant comes to be required and its construction contributes to the 
expenditure stream. Under full employment conditions, furthermore, 
any advance of wages under union pressure is made the occasion for 
a hitching up of administered commodity prices. Those who produce 
under competitive conditions—farmers, small businessmen and some 
purveyors of services—lose in the inflationary scramble. 
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Communal wants lose out in competition with private wants 
because of the force of advertisting. Furthermore the truce on demands 
for equality works against public goods, which have generally to be 
supplied gratis. Persistent inflation also takes a toll of public enter- 
prises because the wages of public employees are the most inflexible of 
all wages in an upward direction. 


What most needs to be done in the American economy, Galbraith 
believes, is to restore “‘ social balance ”’ in making much better provision 
for numerous collective wants, such as freedom from air pollution, 
clean streets, the more liberal availability of the services of colleges, 
universities, hospitals, etc. To achieve this better “social balance ” 
‘investment balance ’’—more emphasis upon immaterial 
capital stored up in scientific and other types of training and less 
emphasis upon purely physical types of investment in factories and 
machines. 


requires also 


So ingrained has been the assumption of scarcity and the urgency 
of production that Americans fail to realize the amenities which a rich 
country can command. It can afford to deal ‘ compassionately ” 
with economically declining segments of the community such as agri- 
culture. It can afford a shortening of the work week and more pleasant 
conditions of work. It can afford to give to everyone, even in default 
of his earning it, a certain minimum income for decency and comfort. 
In a country of the affluence of the United States, poverty is a disgrace. 
Finally it should be possible to divorce the enjoyment of security of 
income from the achieving of more production. 





To implement this last objective, Galbraith proposes a system of ‘ 
Cyclically Graduated Compensation payments (Chapter 21). The 
closer the approach of output to full employment, the smaller would be 
the size of the weekly or monthly unemployment benefit. This device 
is designed to render tolerable the unemployment which it may be 
necessary to accept in order to avoid inflationary pressures. 





Galbraith’s program for the affluent society would, of course, 
presuppose a substantial transfer of income and expenditure from private 
to public hands. For the federal government, he would rely upon perso- 
nal and corporate income taxes ; but for local units, he recommends the 
increased utilization of sales taxes. Henceforth the political liberal 
(radical) will no longer resist taxation but will recognize that he and 
the people with whom he sympathizes “‘ would be the first beneficiaries of 
the better education, health, housing, and other services which would be 
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the fruits of improved social balance...” (p. 245). “‘ our hope for 
survival, security, and contentment returns us to the problem of guiding 
resources to the most urgent ends.”’(p.277) 


This then, is Galbraith’s message ; and I have already voiced my 
own conviction that the message is important. But has he told the 
whole story? Are there any legitimate misgivings to which his diagno- 
sis and prescriptions give rise? The answer is surely an emphatic 
affirmative. But one of the first objections will not be as potent and 
obvious as it first seems. This is the objection of the liberal (in an 
older sense, not Galbraith’s) to the reduction he proposes in the role of 
the price system. In the first place it deserves to be said, as indeed 
Galbraith has pointed out that in clear cases of more or less artificial 
want-creation by salesmanship the price system is serving private profit 
rather than the reverse. In these cases the abdication of “‘ consumer 
sovereignty ’’ to the sovereignty of the voter probably involves little 
on the cost side and may yield much on the utility side. 


But secondly—and it seems surprising that Galbraith, who in 
other writings has had a good word to say for private enterprise in the 
United States should not himself have said so—production under 
private auspices need not be materially reduced by his proposals. 
In some cases, in the cases of schools and hospitals, private operation for 
profit is possibly undesirable. But there are vast areas in which, 
though the state is the demander, the supplier—of better roads, public 
buildings, private housing, and some kinds of services for public health, 
public education, and public entertainment and recreation—may as 
well or better to be a private firm as a government department. In 
other words, the transfer of income and expenditure from private to 
public spheres need not involve anything like a parallel shift from 
private to public production. 


When it comes to really substantial misgivings about Galbraith’s 
position, they pertain chiefly, I believe, to the problem of incentives in 
his bright new world. Utopian writers for centuries have advocated 
the giving of acertain minimum income to everyone, whether or not 
he produces ; to cite a relatively recent example, Bertrand Russell’s 
““ vagabond’s wage’ in his Roads to Freedom (1918). While proposals 
of this sort have a perennial humanitarian appeal, misgivings on the 
side of morale have been equally perennial. In most societies, some 
sort of compulsion—be it only that the dole or poor relief are on the 
short side of ‘‘ decency ”’ has seemed to be necessary to prevent idleness 
and malingering. 
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Similar, though perhaps lesser, misgivings may attach to the morale 
side of free public services. Galbraith himself points to the fact that 
its high standard of living has “‘ spoiled ’’ the American public, in the 
sense of an unwillingness to face any deprivation of these amenities 
even in time of national emergency. It does not require much imagi- 
nation to conceive of a reluctance to work hard and efficiently if many 
of the best things of life become free or quite easy to acquire. I do not 
wish to represent Galbraith as an advocate of free circuses and bread, 
and I would go with him in desiring a greater public provision of edu- 
cation, health facilities, ete. But I do maintain that serious misgivings 
may attach to a vast extension of this kind of transfer. There is a real 
danger in greatly softening incentives, of killing the goose which has 
been laying the eggs of the affluent American society. 


It would be possible to point to other grounds of criticism of this 
book.’ Galbraith’s strictures on the efficiency of monetary, as compared 
to fiscal, policy (Chapter 16) are not really germane to his theme and 
are partly specious. To say that the “ only’ way in which monetary 
policy reduces expenditure is through lessening the availability of funds 
(p. 179) is, of course, to invite a similar statement for taxes. Or to say 
that monetary restriction on spending collides with the desire for funds 


to finance business investment (p. 181) is again to provoke a similar 
comment concerning fiscal restraints. But these criticisms, like Gal- 
braith’s contentions on the subject, lie to one side of his thesis. 


A more important criticism would be that a good deal still remains 
to be done, before the affluent society needs to resort to massive transfers 
of purchasing power from the private to the public spheres, in the creation 
of greater equality of opportunity. This, in itself, of course ordinarily 
involves taxation and public expenditure and would run along the line 
of some of Galbraith’s proposals. But in and of itself equality of 
opportunity is a horse of a different colour from equality of income. 


In the final analysis, the appraisal of Galbraith’s program will 
probably turn out to be a matter of degree. Galbraith has set forth an 
eloquent case for sharing the amenities of the affluent society through 
public provisions of goods and services, through a minimum personal 
income, and through cyclically graduated unemployment compensa- 
tions. Reservations and qualifications have to be made upon this new 
gospel ; but it is perhaps too much to expect a prophet to wax eloquent 
in opposition to his own revelations. 


Bombay Howarp S. EL.is 





A NOTE ON POLISH INDUSTRIALIZATION 
ITS RESULTS AND PROSPECTS! 


Tue morphology of economic backwardness can be ascertained through 
low levels of per capita indices of the national income as well as of output 
of basic articles (usually industrial, although a low industrial production 
is in exceptional cases compatible with a high stage of economic deve- 
lopment, viz. New Zealand or Australia). A pathological study of 
backwardness would point at the impossibility of employing the existing 
manpower and the natural resources in combinations leading to a level 
of productivity in pace with the possibilities of contemporary technique 
(not necessarily the most advanced). A further quest into the aethiology 
of backwardness could lead us to a discussion of motives behind the 
insufficiency of capital stock, and in my opinion the answer would be: 
powerful social obstacles to accumulation within the country 
coupled with the adverse impact of assymetric and irreversible relation- 
ship to the dominant countries—to use Perroux’s rather timid metaphor, 
for imperialism. Finally, I would say that the endemic disease 
of underdevelopment manisfests itself by the absence of adequate 
rates of growth to overcome the vicious circle of low productivity and 
poverty so characteristic of economic backwardness. 


By all these standards pre-war Poland was a backward and under- 
developed country ; of course, the degree of underdevelopment is by 
definition relative ; thus Ursula Hicks taking as point of reference the 
utilization of resources, formulated even the dubious paradox of 
Britain being an underdeveloped country. In any case, if stagnation 
is the symptom of the sickness of underdevelopment, pre-war Poland 
was very sick indeed. In 1938 the coal output, as well as the production 
of iron and steel, of zinc and some other basic industrial products, were 
lower than in 1913. Instead of development, regression took place 
in industrial production and employment. The degree, both of back- 
wardness and regression, prevalent in the pre-war Polish industry is 
emphasized by the following comparison : while in 1913 the per capita 
industrial output of Polish territories amounted to 30% of the European 
average, in 1938 the same proportion was of only 20%. An equally 
sad picture could be drawn of the main pillar of the Polish economy of 
these days : agriculture. The 1938 harvest of some of the most impor- 
tant crops was lower than in 1913 and as a consequence of this stagna- 
tion, both in urban and in rural economy, the unemployed and under- 
employed in the countryside numbered from 5 to 8 million people— 


+ Based on a lecture delivered at the Dept. of Economics, University of Bom- 
bay on December 8, 1958. 
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according to different estimates—for a total population of less than 3-5 
crores. Even if these estimates were by the high side, as some eco- 
nomists have recently claimed, an army of 2 to 3 million of disguised 
unemployed, coupled with an average unemployment of 1to3 lakhs in 
industry—I am quoting now an estimate by the low side—were symp- 
toms of a serious structural unimbalance. 


Then came the war with its devastating destructions. Poland 
lost six million of her people, i.e. more than a sixth of her total popu- 
lation (of course the proportion of adult men—the productive part of 
the population was the highest among the victims). As for the material 
losses, they were estimated to be nearly 38%, of the national wealth, 
including one-third of the capital stock in the form of buildings. 


What is the present situation, after 14 years of reconstruction and 
expansion of Polish economy along the pattern of socialist industria- 
lization, made possible by the fundamental political changes which 
occurred after the war and the socio-economic reforms, such as the land 
reform and the nationalization of basic branches of economy ? 


A few figures are necessary at this stage. While before the war 
the per capita output of the Polish industries was lagging behind the 
world average, today it is much ahead, as can be seen from the follow- 
ing data : 


Poland : Industrial output. per capita as % of world average 
Rates of 1957 
growth 1937 
Item 1957 World Poland 


Steel ... nee ~~ 178 167 485 
Electric power a & 117 806 706 
Fuels (in terms of coal) 121 244 155 819 
Sulphuric acid... -. 66 120 184 332 
Cement oes --. 98 181 232 424 
Cotton, wool yarn and 

synthetic fibres ... 97 191 122 240 


The rate of growth of Polish industries has been more than twice 
the world average. This high speed of industrialization can also be 
stressed by comparing the time-lags which were necessary in the leading 
capitalist countries to pass from the levels of per capita production equal 
to that of Poland in 1949 to the levels which Poland will attain in 1960, 
that is in 11 years of intensive industrialization, For steel the parallel 
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reads as follows : Poland 11 years, France 17, Germany 23 and Britain 
46. In electric energy we have : 14 years in the USA, 20 in Britain, 
24 in France and in Germany as compared to 11 in Poland. Finally, 
for cement the 11 years in Poland correspond to 19 years in USA, 
27 in Britain, 29 inFrance and 87 inGermany. These data have been 
borrowed from a book on Polish Economy in the World by A. Karpinski 
and M. Rakowski. These two economists reached the conclusion that 
by 1960 the gap between Poland and leading West European countries 
will have been reduced to 10-20 years, in the above scale of comparison, 
while in 1955 Poland in per capita industrial output was still lagging 
20-40 years behind these countries. 


Polish industrial production is today more than 4 times above the 
pre-war level. The results in agriculture are far less spectacular, but 
there can be no doubt of a considerable progress : the value of agri- 
cultural produce per head of agricultural population is twice as high as 
before the war, and in terms of output per hectare of arable land it 
increased by 45%—which points to its intensification—while the 
agricultural output per capita of the country’s whole population shows 
a 40% increase as compared to pre-war levels (this aggregate includes 
a 20%, increase in grains, a more than two-fold rise of meat output, a 
80% increase in milk production and three-fold increase in sugar). 


Subtantial gains have also been made in the general living 
standards—although these gains up to 1956 were not uniformly distri 
buted in time and among different strata of population and were inferior 
to the expectations raised by the oversimplified assumption that 
industrialization leads automatically and at once to a leap forward in 
individual welfare. Let me illustrate them by socue data relating to 
consumption per capita in 1957 as compared to the average of 1933-37. 
The two sets of figures read as follows : sugar 26.5 kg. and 9.6 kg., meat 
39.4 kg. and 17 kg., cotton fabrics 19-2 m. and 9-5 m. Indices relative 
to social services are equally impressive. The number of doctors per 
10,000 inhabitants increased from 3-7 in 1938 to 7-8 in 1957, mass 
illiteracy has been liquidated, all children in towns and 81% of the 
children in the countryside attend at present complete 7—class elemen- 
tary schools, while before the war the corresponding figure was of 54% 
for all children and only 27% for peasant children. 


This summary description of Poland’s economic and social 
development since the war, as compared with pre-war stagnation 
anticipates my answer to the first question I wish to deal with in this 
lecture, namely: To what extent industrialization was necessary in 
Poland and how did it succeed? 
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Theoretical arguments proving the need for industrialization as 
the backbone of a development programme aiming at finding a shortcut 
from backwardness towards prosperity are familiar to the Indian public, 
for India is wedded to the concept of planned economic development- 
cum-industrialization, the same as my country, whatever the social 
differences between the two may be. It will, therefore, be sufficient 
to note that the role of industrialization in the “ take-off” is, today, 
widely recognised not merely by socialist authors. 


My intention is rather to show on practical grounds that Poland’s 
experience once more corroborates the correctness of this approach. 


We have already seen, that by means of a process of planned 
industrialization along socialist lines Poland has been able to expand 
very rapidly her national income, securing at the same time higher 
standards of living. Still more important is the fact that she has been 
able to remove the structural imbalances, namely to find productive 
employment for the millions of underemployed peasants. This seems 
to be by far the most important achievement of this first stage of 
industrialization, the second being the creation of an appropriate start- 
ing point for a continuous process of further industrialization, assuring a 
self-sustained growth with high rates of annual increase, both in product 
and consumption. The land reform of 1944-46 which distributed among 
the peasants 6 million hectares of land against a nominal fee of one 
annual product divided into 10 to 20 yearly instalments could not 
remedy by itself the situation in the countryside without diverting the 
rural manpower to building and assembly work and to the jobs created 
in newly built industries. In 1957, 7-2 million people were employed 
outside agriculture, against 4-2 million in 1938. Thus in about 10 
years—I am discounting the first years after the war—3 million addi- 
tional jobs were found outside agriculture, mainly in building and 
industry. Over 1,500,000 people are working now for investment 
purposes alone. 


Only the industrialization drive could have transformed these 
unproductive reserves of idle or semi-idle manpower into a portent 
productive force; in matter of fact on the ability of solving this problem 
depends the rate of economic progress of an underdeveloped country 
in the initial stage of development. 


These reserves of manpower, coupled with the existing means of 
production that nationalization put in the hands of the State enabling it 
thus to use them in a planned way, formed the basis of the industria- 
lization programme, 
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But this leads us to the second question : Was the pattern of indus- 
trialization adopted by Poland (namely, the industrialization cum heavy 
industries priority) the best possible choice ? 


The problem of capital formation through the creation of mass 
employment which arose not so much as a result of investment but as 
a basis for it could have been solved in either of the two ways : ? 


(a) By developing the country’s own industry of capital 
goods, or 


(b) By basing the development programme on imports of 
capital equipment. 


In the short run the choice was not so important as in the initial 
stage an investment programme had to rely in any case to a considerable 
extent on imports of capital equipment, but the decision affected the 
long-range prospects of Poland’s economic development. The first 
solution clearly favoured the future, while the second would have com- 
mitted Poland to a heavy programme of capital imports for years ahead. 
Now, the first solution gave priority to the heavy industries, while the 
second would stress in the initial stage the development of consumers 
industries ; so that again, the first solution favoured the future rather 
than the present, as per opposition to the second. 


We chose the first way deciding to develop as quickly as possible 
Poland’s own technical possibilities for capital formation. Two reasons 
may account for this fundamental choice. 


The first is that the existing assets of manpower were creating a 
very favourable situation as far as investment programme was concerned 
and one could not expect a similar situation to repeat itself after a 
number of years. The second reason which, in the opinion of Prof. 
Pajestka was a decisive one, stemmed from an evaluation of the prospects 
of Poland’s foreign trade. The favourable situation on the world 
coal market, which prevailed after the war was a historical chance for 
Poland to step up the imports of capital goods, necessary for the creation 
of its own capital goods industry. It could be safely assumed in 1946— 
as it happened after in reality—that this favourable situation would not 
last long. Had we decided to develop the consumers industries instead 
of the basic ones the ratio of imports to national income would have 


* I wish to express my debt to the excellent lecture on Problems and Effects of 
industrialization in Poland delivered by Prof. Jozef Pajestka of Warsaw University 
at the Columbia University, New York, on May 14, 1958, 
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been raised for a long time and with the fall of the coal prices anb the 
restriction of its exports, we would now be facing a very unfavouradle 
situation in the balance of foreign trade. 


On the basis of these arguments, capital accumulation in the first 
stage of industrialization depended to a considerable degree on imports 
of equipment used for the expansion of Polish heavy industries. 
In consequence of these policies, the structure of Polish foreign trade has 
undergone a fundamental change. While in 1938 the exports of 
Polish machines represented only 5% of the total value of imports of 
machines, already in 1955 this percentage increased to 43%, in 1957 to 
70%, by 1960 the exports of Polish machines will be balancing its 
imports and Poland certainly expects to increase still more the parti- 
cipation of this item in her exports. The directives for the five-year 
plan for 1961-65 foresee that the share of exported machines and equip- 
ments inthe total of exports will grow from 20% in 1957 to about 38% 
in 1965; or in other words that these exports will treble by 1965 in 
relation to 1957, so that the quick development of the machine building 
and engineering industries acts in two ways as the most powerful 
factor of improvement of Polish foreign trade balance : 


(i) by saving imports of capital goods, and 
(ti) by promoting a very interesting line of export. 


Therefore, I would conclude to the correctness of the general 
approach towards the problem of Polish industrialization. The pattern 
chosen—industrialization cum-heavy industries-priority—suited our 
objective conditions and it can be justified not only on ideological 
assumptions, but in terms of a strictly economic calculus. This conclu- 
sion does not preclude an equally positive answer about the ways of 
implementing this correct approach and this is exactly the third and 
the last question, which I should like to discuss : To what extent the 
implementation of industrialization policies in Poland was free from 
shortcomings ? 


To answer this question, I should like as rapidly as possible to des- 
cribe the different stages of Polish industrialization. 


From 1947 to 1949, a three-year reconstruction plan was carried 
out. It allowed a fairly quick rate of recovery. 5 years after the 
cessation of hostilities, agricultural production reached about 80% of 
the pre-war output of the same territory, which gave about the same. 
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production per head of the population as before the war. The overall 
volume of industrial output in the post-war territory had about regained 
the pre-war level by 1949 and was therefore 30% greater per head of 
the population. 


On this basis and on an optimistic assumption of further rapid 
progress in agriculture, a very ambitious plan of industrialization was 
launched for 1950-55. As a result the national income in 1955 is 
estimated to have been over 80% higher than in 1949 or over 60% higher 
per capita. The plan aimed at the development of the basic branches 
of industry and this purpose has been achieved to a great extent. But, 
the rate of industrial development, stepped up in the very unfavourable 
international situation and the contingencies of cold war (during the 
five years 1951-55 investment in the armament industries amounted to 
11% of total industrial investment), proved too high and the accumula- 
tion encroached. too much upon consumption, so that certain strains 
developed in the whole economy—strains which had also a serious politi- 
cal impact. Let me enumerate them briefly : 


The six-year plan gave a too exclusive attention to the develop- 
ment of heavy industries and the consumers industry was too much 
neglected. 


A second weakness appeared as a result of the lack of internal 
proportions in the development of heavy industries. The principle 
of closing as soon as possible the whole productive cycle by supple- 
menting, for instance, iron and steel industries by engineering works, 
was not sufficiently observed and thus the quantity of finished products 
entering the market, as a result of the industrial expansion of the 
country was lesser than the requirements of a rational industrializa- 
tion plan. Too many investments were started at the same time and 
this led to an unnecessary extension of the investment cycle. Some 
bottlenecks developed in the production of raw materials and of power 
and as a result of a stabilization in the extraction of coal, the Polish 
coal exports had to be curtailed, apart from the fall of prices. 


Finally, I should mention a too high input of raw materials per 
unit of product and the wastes resulting from a too rigid, centralised 
and bureaucratic pattern of management. Leading Polish economists 
like Prof. Lange and Prof. Bobrowski are of the opinion that this over- 
centralised pattern was an objective historical necessity in the first 
period after the social revolution. On the other hand, one should not 
identify it with socialist methods of management. These were, in the 
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expression of Prof. Lange, rather “war economy’”’ devices used in ana- 
logous situations also by non-socialist countries. (Compulsory procure- 
ment of grains is a good example). Still at a certain moment this system 
of overcentralised administration became a seriously hampering factor 
and that is why the actual tendency in all the socialist countries and 
more particularly in Poland, is to evolve a more elastic pattern of 
planning and management and to rely less and less on administrative 
methods and more and more on controlled economic incentives and 
laws. 


To the strains resulting from the situation on the industrial field one 
should add the adverse phenomena developed in agriculture, especially 
in the years 1951-53, when the progress of agricultural production was 
jeopardised by mistakes in agrarian policy, by excessive burdens laid 
on agriculture (mainly through an excessive compulsory deliveries 
system), by inadequate supply of peasant farms with means of produc- 
tion, by encroaching upon the principle of voluntary accession to co- 
operative farms and by insufficient appreciation of the social realities in 
the Polish countryside. As a result of these mistakes, the agricultural 
production did not meet with the expectations of the plan and remained 
upto 1956 the less satisfactory sector of the Polish economy. Only in 
1955 the plant production rose by a small margin above the 1949-50 
level, while in animal production the increase has been more substantial, 
the total agricultural production in 1955 being about 99% higher than 
that of 1949 but attaining about 137% of the per capita level of 1937. 


Consequent to these defects and disproportions, a temporary 
lowering of the level of real wages marked the years 1951-53 and found 
reflection, [should say in an exceedingly amplified way on the political 
level, as the reality did not meet the high expectations of the popula- 
tion and an increase of 50% in the real wages set down as a goal in the 
6-year plan did not materialise in spite of a certain progress. There- 
fore, we can sum up this period by saying that a dangerous “‘ consumers 
goods gap” arose and this constituted a limiting factor of short-range 
development prospects. But this conclusion does not infirm by any way 
the fact that offensive steps for breaking the country’s backwardness 
had to be taken in the field of heavy industrialization and the basis 
laid in this period of stormy development permitted a safe going through 
a period of stabilisation and consolidation in the years 1956-58. 


As for the present five-year plan for 1956-60, it is, so to say, a plan 
for a transitional stage, but certain important structural reforms in 
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the administration and management have been carried out and a consi- 
derable increase in standards of living evaluated in 80% will be imple- 
mented. A planner has always to choose between a quicker rate of 
development of national econony in the future at the price of a smaller 
increase of consumption in the immediate future or a less rapid develop- 
ment in the long-range coupled with a better satisfaction of the present 
needs. The plan for 1956-60, adopted the second approach for the 
first three years of its implementation. The investments have been 
stabilised more or less on the level of 1953 and the share of unproductive 
investments—for housing and social services—has been increased. 
Still the plan foresees a reasonable increase of 49% in the value of 
socialist production while removing the inter-sectional and inter-branch 
disporportions inherited from the previous stage. 


On this basis, in 1961 a new stage of socialist industrialisation will 
be initiated. The draft of the new plan for 1961-1965 foresees a 50%, 
increase in industrial production and a 20% increase in agriculture, 
providing for an increase of 46% in gross investment outlays and for 
a 23 to 25% increase of consumption per head of population. A 15- 
year plan for the years 1961-75 has been recently worked out by a team 
of economists led by Prof. M. Kalecki on the basis of the following 
estimates, which in the opinion of some economists may have been 
taken on the lower side : 


Average annual increase of national income 6-5%, annual increase 
of gross investments 6-9% (the productive increasing by 6-6% and 
the unproductive by 7-6%), increase of consumers fund by 6% per year 
and of the consumption per capita 4-4% per year. 


If one adds to this, that the plan has been worked on assumptions 
of full employment, the conclusion can be drawn that the industrializa- 
tion drive of the years 1950-55 continued by a sustained effort in capital 
formation simultaneously with a systematic increase of standards of 
living gives to Poland a reasonable prospect of future economic develop- 
ment; a prospect which could not have arisen had the fundamental 
policies been different. 


Now, I certainly realise that much depends on subjective factors, 
on constant improvements in methods of planning and flexible methods 
of management which can maximise the investment effort, or in other 
words, minimise the social price paid for economic leap-forward by a 
developing country. That is-why such an importance is attached in 
Poland to shaping of the so-called new economic model.: 
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Summing up, I would say that industrialization was indispensable 
to Poland and that emphasis on the heavy industries was the only 
sound approach. The implementation of this basically correct policy 
did not always correspond to the possibilities of the country—and in 
this connection objective factors like cold war must be taken into 
account together with subjective mistakes. The changes introduced 
after October, 1956, which for the sake of simplicity I grouped under the 
heading of a “ new economic model” are bound to allow my country 
to progress further on the way of industrialization without the strains 
and sacrifices of the initial stage. . 


New Delhi Ienacy Sacus* 


_ _.* The author, who presently serves as Second Secretary to the Polish Embassy 
in New Delhi, is a former Research Associate of Polish Institute of International 
Affairs, Warsaw. 





CHANGES IN THE STRUCTURE OF WORLD FOOD 
EXPORTS 


THE past century has witnessed a great expansion in world exports of 
food (defined for purposes of this analysis as grains, meats, and dairy 
products) partly from the United States and “ regions of recent settle. 
ment ’’: Canada, Australia, New Zealand, and Argentina, and partly 
from Russia, the Danube Countries, and India.1 Today, however, we 
find that food exports from this latter group of countries, together 
with Argentina, have declined significantly relative to earlier years, 
while the United States, the world’s leading industrial nation, is also 
the world’s largest food exporter. Since it is apparently not uncommon 
for food exports to fallin countries undergoing growth in population 
and industry, it is suggested that the experience of the United States 
may be somewhat unique in this regard. It is proposed in this paper, 
to examine the factors which underlie the decline of Russia, Argentina, 
and India as food exporters, to contrast these experiences with that of 
the United States, and thereby to focus upon those factors which may 
explain changes in the pattern of the world’s food export trade. 


It must be kept in mind, especially when comparisons are being 
drawn, that the four countries to be discussed are extremely diverse 
in many respects. There is, nevertheless, a common strand of an econ- 
omic nature which runs through each case and which can be subsumed 
under those forces affecting the demand and supply of food over time 
in a developing economy. The demand for food is taken here as a 
function of changes in population and per capita realincomes. Changes 
in consumer tastes and relative prices are also of significance but will 
be excluded because they are more significant in explaining the shifts 
among specific foodstuffs. The total demand for food over time is 
thus to be considered relatively inelastic with respect to price and as 
shifting rather continuously in response to changes in population and 
per capita incomes.? 


There are certain important differences on the demand side between 
Russia, Argentina and India, on the one hand, and the United States, 
on the other. The three former countries may be considered demogra- 
phically as “‘ pre-industrial ”’ and/or “‘ transitional ” and thus subject to 


1 For the absolute and relative positions of the major food exporters during 
the past century, see my doctoral dissertation, World Food Exports and United 
States Agricultural Policies (Columbia University, 1958), esp. pp. 1-92. 


* Rex F. Daly, ‘“ The Long-Run Demand for Farm Products,” Agricultural 
Economics Research, VIII (July, 1956), 77. 
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different population growth characteristics than the United States.’ 
Since these countries are less developed economically, a higher percentage 
of income is used to purchase farm-produced food, and the income 
elasticity of demand for food will be higher than in the United States. 
Finally, because the consumers in these countries are relatively poor, 
their ability to make substitutions in their diets will be more limited. 


On the supply side, we shall consider primarily the effects which 
additional inputs, improvements in production techniques, and substi- 
tutions among inputs have had upon total agricultural output and upon 
the output of individual commodity foodstuffs in the individual coun- 
tries. It is the lag in terms of technical change and the rate of innova- 
tion in agriculture which perhaps most significantly differentiates the 
three countries mentioned from the United States. 


As will be shown below, certain restrictive forces have prevented 
agricultural output and productivity from expanding in Russia, Argen- 
tina, and India. The ability of these countries to maintain food exports 
has, as a consequence, decreased over time due to increases and internal 
shifts in population, an income elasticity of demand for food significantly 
higher than in the United States, or to government policy which has 


favoured domestic over foreign consumers. The point of the following 
discussion will be, therefore, that the demand variables have presented 
greater problems to the countries chosen, than they have for the United 
States. 


Since the circumstances affecting the agriculture of the individual 
countries differ in many ways, each country will first be examined 
separately. Only the period after 1917 will be considered in the case. 
of Russia. The period beginning in the 1930's, and especially since 
the end of World War II, will be emphasized for Argentina. Finally, 
for India, the main concern will be with the decades before political 
independence, especially the interwar years. These periods have 


* For a classification of countries by demographic classes, see Frank W. Noteste- 
in, ‘‘ Population-The Long View, ” T.W.Schultz (ed.), Food for the World (Chicago : 
‘University of Chicago Press, 1945), esp. p. 41; and T. W. Schultz. The Economic 
Organization of Agriculture (New York : McGraw-Hill Book Company, Inc., 1953), 
pp. 32-38. 


‘ T. W. Schultz, ibid., has suggested classifying economies according to the 
“drain” which food places upon their population. High, intermediate, and low 
food grain types are distinguished by the percentage of income spent for farm- 
produced food, with limits set respectively at 75 per cent, between 75 and 25 per 
cent, and below 25 per cent. The individual types are assumed to have population 
characteristics and socia! behavior of the kind discussed by Notestein, op.cit. One 
might consider India as a high food drain economy, Russia and Argentina as inter- 
mediate, and the United States as a low food drain economy. 
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been chosen because they bring out most clearly the forces which have 
caused the decline of the individual countries as food exporters. 


Food and Agriculture in Russia after 1917 


Russia was the world’s largest grain exporter for a number of 
decades prior to World War I, but since that time has been relatively 
unimportant. If the consumption patterns of American and Soviet 
consumers are compared in the period to be considered, certain basic 
differences are apparent. First, flour and cereal products and similar 
foods bulk large in Soviet diets. This is a reflection of per capita 
income differences and choices available to Soviet consumers, who, in 
1928, were estimated to spend about 48-3 per cent of their income on 
food, and, in 1937, 56-7 per cent.5 Secondly, large amounts of feed 
grains were fed to Soviet livestock, which were used primarily for draft 
power on farms, especially prior to the mechanization drive of the 
1930’s.® 


During 1909-14, Russia exported more than 10 per cent of its total 
foodgrains supply, while maintaining per capita consumption at about 
500 pounds of grain products per year. With revolution and civil war 
after 1917, however, grain supplies were greatly reduced, and it is 
estimated that pre-war consumption levels were not attained until 
1927-28.’ After this time, the demand for Soviet agricultural output 
was conditioned mainly by the plans for rapid industrialization, which 
required large population shifts in many areas anda reorganization and 
collectivization of Soviet agriculture in order to collect and distribute 
food to the swelling urban population.® 


Janet G. Chapman, in her study of Soviet real wages, provides 
further evidence of the impact of these structural changes in population 
upon the demand for food. The weights employed for food in her 
cost of living index for 1928 and 1937 show that the proportion of income 


5 This refers only to urban workers and apparently includes the non-farm 
services. If alcoholic beverages are included with food, the percentages would be 
increased to 52.0 in 1928 and 64.4 in 19387. For further details, consult Janet G. 
Chapman, ‘* Real Wages in the Soviet Union, 1928-1952” Review of Economics and 
Statistics, XXXVI (May, 1954), 139. 

* M. K. Bennett, ‘** Food and Agriculture in the Soviet Union, 1917-48,” 
Journal of Political Economy, LVII (June, 1949), 188-89. 

7 Ibid., p. 192. 

® For estimates of the size, composition, and movements of the Soviet popula- 
tion in this period, see Warren W. Eason, “ Population Growth and Economic 
Development in the U.S.S.R., ‘* Proceedings of the World Population Conference 
1954, V (New York : United Nations, 1955), esp. 909-17. The relation of collectiviza- 
tion to state control over the disposition of farm produce is discussed by Bruce F. 
Johnston, “ Agricultural Productivity and Economic Development in Japan,” 
Journal of Political Economy, LUX (December, 1951), 508. 
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spent for food was higher in 1937 than in 1928. This was a period of 
declining real wages during which consumers tended to substitute infer- 
ior for superior goods, or more particularly, grains and potatoes for 
animal products, on a relatively large scale. Although there is some 
evidence of a recovery of real wages especially after 1948, substitutions 
of this nature have not diminished, inasmuch as livestock products have 
remained relatively scarce.® In fact, in some recent years, the Soviet 
Union has found it necessary to import substantial volumes of grain 
in order to supplement domestic supplies.!° 


It is when we look at the supply side that we find the restrictive 
forces which prevented the expansion of Soviet food output and pro- 
ductivity. Soviet policy, as noted, was to devote the greatest possible 
amount of resources to industrialization, or stated another way, to 
reorganize and modernize agriculture so that workers and other resources 
could bé released for alternative employment. D. Gale Johnson has 
made an estimate of the overall performance of Soviet agriculture for 
1913-52,!! using a procedure which attempts to estimate the proportion 
of the increase in total agricultural output which can be accounted for 
by additional inputs and by new and improved production techniques 
and organization.” His findings are shown in Table 1. (see neat page) 


Most of the input saving in Soviet agriculture apparently took 
place between 1913 and 1938, and no savings appear to have been made 
between 1938 and 1952. It might be concluded, therefore, that the 
mechanization drive of the 1930’s achieved only a minimal saving of 
labor and served more to replace the animal power which had been 
destroyed earlier by the peasants in response to collectivization.4% As for 


* Improved diets (e.g., meats and vegetables) may have been available to those 
with incomes high enough to purchase that part of total output grown on private 
plots and sold at free market prices. See Joseph A. Kershaw, ‘“* The Economics of 
Soviet Agriculture,” RAND Corporation, Research Memorandum, RM-336 (Santa 
Monica, 1950), pp. 9-10; also, Janet G. Chapman, op.cit., pp. 189 and 147. 

10 Soviet proper and Soviet bloc food exports and imports are discussed in the 
annual publication of the FAO, The State of Food and Agriculture. See also the 
Economic Commission for Europe, Economic Bulletin for Europe. 

1 —. Gale Johnson, A Study of the Growth Potential of Agriculture of the U.S.S.R., 
RAND Corporation, Research Memorandum, RM-1561 (Santa Monica, 1955). 

12 For a discussion of the assumptions underlying this procedure see Vernon 
Ruttan, “ The Contribution of Technological Progress to Farm Output : 1950-75, 
“* Review of Economics and Statistics, XX XVIII (February, 1956), 62-63 ; also Joan 
Robinson, The Accumulation of Capital (Homewood : Richard D. Irwin, 1956), p. 815. 

13 [). Gale Johnson, op.cit, p. 35 and M. K. Bennett, op. cit, p. 197. According 
to Johnson, most of the mechanization introduced thus far into Soviet agriculture 
has been for crop production, especially grains. This sector accounts, however, 
for only one-third to one half of the total ‘“* enumerated ”’ labor requirements in 
Soviet agriculture. The proportion of the labor requirements necessary for livestock 
output in the U.S.S.R. is particularly striking and without parallel in United States 
experience. It is emphasized (esp. pp. 32-34), therefore, that furure labor reduction 
‘* must come from forms of capital not now generally used,” some of which “ are 
costly in terms of original investment.” 
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Soviet grain yields in the period under review, the data are somewhat 
ambiguous, due mostly to changes in estimating procedures. But in 
any event, there are few indications of a meaningful rise in yield trends." 
Furthermore, the Soviet Union faces, according to Johnson and other 
observers, great difficulties in increasing grain yields mainly because of 
the comparative lack of rainfall over much of the Soviet cropland 
area,15 


TABLE 1 


Changes in Output and Input in Soviet Agriculture 





Proportion of 
Increase in Additional Out- 
put Accounted 
Output Input for by 
Additional 
Input* 








1913-1928 
1928-1938 
1988-1952 





a With constant returns for additional inputs. 


Source: T. W. Schultz, “* Reflections on Agricultural Production, 
Output, and Supply, Journal of Farm Economics, XX XVIII 
(August, 1956), 755. 


It thus appears that increases in Soviet agricultural output per 
unit of land and labor were not extraordinarily great during the 
period under review. Whatever supply increases that occurred were 
probably just sufficient to meet an expanding domestic demand, and 
exports were substantially precluded, therefore, except when dictated 
by the state. If Soviet per capita real incomes had also increased 
significantly during this period, a high income elasticity of demand 
for food would also have precluded exports of any magnitude. 


14 D. Gale Johnson, op.cit., pp. 40-42. 


18 Ibid., p. 58 ; see also Joseph A. Kershaw, “* Agricultural Output and Employ- 
ment,” and V. P. Timoshenko “ Agricultural Resources,” in Abram Bergson (ed.), 
Soviet Eeconomic Growth ( New York : Row Peterson and Company, 1958). 
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Given the Soviet demographic characteristics which affect the 
demand for food, the present size and composition of the agricultural 
labor force, and climatic limitations, a further enlargement of the 
Soviet food supply will await a more intensive application of new 
production techniques and knowledge. It is well known that since 
1953 attempts have been made to increase production inputs and the 
rate of innovation in agriculture and to introduce wide-sweeping 
changes involving the decentralization of decision-making and the owner- 
ship of farm equipment. It is too early to forecast the outcome of these 
changes, but unless they yield very large returns, the forces affecting the 
demand for food will be controlling, and the Soviet Union will be, at 
best, only an intermittent exporter of food. 


The Decline of Argentine Food Exports 


Argentina was the world’s leading grain and meat exporter prior to 
World War II. Its decline has come therefore only in recent years. 


Considering the factors which have influenced Argentine domestic 
food consumption, it may be noted that the average annual percentage 
change in population declined considerably from 1869 to 1940, but then 
rose, with the result that the population increased by about one-third 
between 1940 and 1954.16 Examination of Argentine per capita 
national gross income, consumption expenditures, and net investment 
from 1935-54 (in 1950 pesos) reveals an upward movement in these 
series until 1948-49 and then a decline, especially in net investment.’ 
Taking the period 1940-54, per capita income is estimated to have 
increased by about 25 percent, which incombination with the population 
growth during this time increased the domestic demand for food by 
about 40 to 50 per cent.1® 


16 United Nations, Department of Economic and Social Affairs, Statistical 
Office, Demographic Yearbook 1955 (New York, 1955). 


17 See Economic Commission for Latin America, Economic Bulletin for Latin 
America, I (January, 1956), 27. 


18 The above estimate assumes that per capita national net product is the same 
as per capita income and that the income elasticity of demand for farm-produced food 
in Argentina is equal to 0.40. The increase in demand would then be : 0.40 x 0-25 x 
133 = 13 per cent, which when added to the population increase, gives an increase 
in the demand for food of about 46 per cent. The increase in demand may, in fact, 
have been greater if account were taken of the food subsidies for urban workers 
which were in force during a number of years covered by the estimate. The income 
elasticity has been estimated from the weight given to the food category in the 
Argentine cost of living index in Direction Nacional del Servicio Estadistico, Sintesis 
Estadistica Mensual de la Republica Argentina, and an estimate of income elasticity 
at the retail level given by John D. Black, ‘“* Observations on the Agriculture of 
Argentina,”’ Journal of Farm Economics, XXXIX (May, 1957), 474. 
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Although Argentine exports suffered during the 1930’s, conditions 
improved with the coming of World War II. Argentina’s gold and 
foreign exchange position was greatly improved during and immediately 
after the war, but under the influence of Peron’s policies of autarky and 
forced industrialization, which were instituted after 1948, these monetary 
reserves were depleted rapidly. The change in government policy was 
further implemented in 1946 by the founding of the Argentine Trade 
Promotion Institute (IAPI), a state trading agency which was given 
authority over the buying and selling of all grains, meats, vegetable 
oils, fats, hides and other important products. It was the govern- 
ment’s intention to exploit fully the advantages of the strong post-war 
demand for food and other commodities, but to bypass the agricultural 
sector and use the gains instead to defray the costs of industrialization. 


Although Argentina remained greatly dependent on foreign markets, 
its experience in promoting forced industrialization is reminiscent 
of the Soviet experience in that there were severe repercussions in the 
agricultural sector. These repercussions, in turn, caused a serious 
deterioration in Argentina’s external position because they led to a sharp 
decline in exports. Some indication of the impairment of the Argentine 
economy is provided in Table 2, where it can be seen that following a 
period of substantial input savings from 1920 to 1940, output declined 
by about 12 per cent. 


TABLE 2 


Changes in Output and Input in Argentine Agriculture 





Proportion of 





Additional Out- 
Increase in put Accounted 
Period for by 
Output Input Additional 
% % Input* 
% 








1908-1920 24 17 71 
1920-1940 55 12 22 
1940-1952 —12 an 58° 













* With constant returns for additional inputs. 


> Implies increasing returns for the reduction in inputs. 






Source: T. W. Schultz, “ Reflections on Agricultural Production, 
Output, and Supply,” loc cit., p. 754. 
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The agricultural community reacted to the discriminatory govern- 
ment policy by reducing the total area under cultivation, and attempt- 
ing to switch to the production of crops which were not subject to 
controlled prices.1® Some of the changes which took place are indicated 
in Table 3. Itis interesting to note that for all the grains, except maize, 
increased yields are implied by the data. These increases are generally, 
however, much lower than those achieved in other major producing 
countries during this period. While part of them may be due to the 
use of better seed varieties, since there is little evidence of recent techno- 
logical advance in Argentine agriculture, -the increased yields may also 
be due to the concentration of production on the higher yielding lands.?° 


TABLE 8 


Area sown and Production of Cereals and Meat in Argentina 





Area Production 
Commodity Change Change 
1934-38 1950-54 1934-38 1950-54 











(Hectares, 000’s) % (Metric tons, 000’s) % 


Wheat... 7,499 5,891 — 21 6,634 5,870 — 12 
Maize .-- 6,699 2,750 — 58 7,892 8,051 — 61 
Oats --- 1,459 1,386 — 5 748 864 + 16 
Barley _... 739 953 + 29 503 855 + 70 
Rye ewe 952 2,196 +1381 254 699 +175 
Meat ose 1,952 2,211 + 18 





“1948-54 average. 


Sources : Compiled from Economic Commission for Latin America, 
“The situation in Argentina and the New Economic 
Policy,”’ Economic Bulletin for Latin America, I (January, 
1956), 39; and FAO., Annual Yearbooks of Production, 
(various years). 


19 The total area under seed dropped 20.5 per cent from 1934-38 to 1950-54, 
and the area involving crops subject to controlled prices, 25.0 per cent. The area 
of crops not subject to controlled prices increased, on the other hand, by 58.6 per 
cent. It should be pointed out, however, that this latter area accounted for only 
a little more than 10 per cent of the total. See Economic Commission for Latin 
America, op.cit., p. 39. 


#° D. Gale Johnson, op.cit., p. 47. 
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Adequate data for labor inputs in Argentine agriculture are lack- 
ing, but there issome evidence of a substantial movement of workers out 
of agriculture into higher paying jobs in industry and, especially, in 
services.*4 This exodus of manpower placed the Argentine farming 
community in peculiarly difficult circumstances because its ability to 
finance improved technical methods was hampered seriously by the 
income squeeze created by the low IAPI buying prices and the domestic 
inflation associated with government monetary and wage policy.” 


It thus appears that government policies placed the Argentine 
economy in grave difficulties, especially after 1946. Domestic consump- 
tion increased at the expense of balance of payments equilibrium and 
the absolute level of capital formation. This was carried out by an 
exchange policy detrimental to agriculture, and a system of price 
control which diverted much of the former Argentine export balance 
to the domestic market. With reduced exports, the capacity to import 
was also reduced, and as a consequence, both the agricultural and 
industrial sectors were deprived of resources badly needed for capital 
formation and economic growth. 


Steps have been taken since the overthrow of the Peron regime to 
devalue the peso and reorient the domestic price structure in favor 
of agriculture in the hope of raising producers’ incomes and thus pro- 
viding motivation for them to increase expenditures on mechanization 
and to make other improvements.”* It is yet too early to tell whether 
the results hoped for will be achieved, but it may be some time before 
Argentina is able to recover the share of world grain and meat exports 
which it held not so long ago.?* 


Food and Population in India During the Interwar Period® 
During 1884-88 India exported annually an averge of nearly one 


million metric tons of wheat, which was about 10 per cent of world ex- 
ports, and in 1909-13, nearly 1-4 million metric tons, or about 7 per cent 





*1 Economic Commission for Latin America, op.cit., p. 47. 

*2 The operations of the IAPI added fuel to the inflationary movement when, 
after raising domestic prices for many commodities, their international prices fell 
below the guaranteed domestic levels. For example, losses on grain trading, which 
were financed by increased government expenditures, amounted to 4,500 million 
pesos in 1954 and 3,500 million in 1955. See Raul Prebisch. The Economic State of 
Argentina (Reprinted by the Bank of London and South America, Ltd., 1955), p. 14. 

* Economic Commission for Latin America, Economic Survey of Latin America 
1955 (New York, 1956), pp. 12-18. 

*4 For some doubts on the efficacy of recent Argentine efforts to encourage 
output by means of agricultural price supports, see John D. Black, op.cit., p. 475. 

%6 In the following, reference is to pre-partition India (i.e., India and Pakistan), 
unless otherwise indicated. Burma, accordingly, is treated as a separate entity. 
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of the world total. This trade dated from the 1870’s, when as.an after- 
math of the collapse of the cotton boom caused by the United States 
Civil War, wheat became an important cash crop, and with the opening 
of the Suez Canal and improvements in inland and ocean transportation, 
it became possible to export wheat efficiently and cheaply to Western 
Europe, especially Great Britain. 


Indian wheat exports were largest in absolute terms in the decade 
just prior to World War I, but in the 1920’s and after, there were sub- 
stantial decreases, until today, India is, on balance, a relatively large 
net importer of wheat and other food grains**. India’s decline as a 
wheat exporter destroyed the hopes once held that she might perhaps 
become the world’s greatest wheat exporter and sole supplier of Great 
Britain’s needs.2® What these early visionaries did not foresee was the 
growth of India’s population and the failure of agricultural output to 
expand to any significant degree. 


India is the prototype of a high food drain economy in which the 
demand for food may be considered almost entirely in terms of popula- 
tion changes.27. Examination of these changes from 1871 to 1955 
reveals that before 1921 periodic famine and disease kept the Indian 
population from growing rapidly, but after this time the gradual com- 
bination of amore developed agricultural output, the building and exten- 
sion of transport and distribution facilities, improvements in the civil 
administration’s handling of crises, application of modern hygienic and 
medical knowledge, and more favourable weather brought a reduction in 
the “‘ abnormal ” deaths which used to claim so many victims.?* Taking 
the period 1921-41, the population of undivided India is estimated to 
have increased by 27-2 per cent, which may be taken as representative 
of the increase in the demand for food. 


%q Actually, India became a net importer.of allfood grainsin the 1920's, if 
Burmese exports of rice to India are taken into account. For a graphic representa- 
tion and dicussion of this point, see Census of India, 1951, Vol. I, Part I-A, pp. 157-75. 


26 Food Research Institute, ‘‘ India as a Producer and Exporter of Wheat,” 
Wheat Studies, III (July, 1927), 380 and 393. 


27 See T. W. Schultz, The Economic Organization of Agriculture, esp. pp. 35-36. 
In the absence of continuous national income data for the period under review, it 
will be assumed that increases in per capita income, if present, were not large. 
According to Daniel Thorner, ‘‘ Long-Term Trends in Output in India,” S. Kuznets, 
W. Moore, and J. J. Spengler, Economic Growth : Brazil, India, me (Durham : 
Duke University Press, 1955), p. 119 »*‘As of 1953..., we remain without reliable or 
comparable national-income estimates for any phase of India’s economic develop- 
ment.” 

28 See Kingsley Davis, The Population of India and Pakistan (Princeton : 
Princeton University Press, 1951), p. 27; United Nations, Demographic Year- 
book 1955 ; and Census of India, 1951, Vol. 1, Part I-A, pp. 134 and 182-88, 
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It can be seen from Table 4 that neither the total area under food 
grains nor the output kept pace with the increase in population during 
the inter-war years,.?® Net imports of food grains rose from an average 
of 417,000 tons in 1921/22-1925/26 (excluding 1924/25) to 1,221,000 tons 
in 1936/37-1940/41, which is indicative of the inability of Indian agri- 
culture to meet the increase in domestic demand.*® These imports 
did not greatly increase the availability of food grains, however, because 
they were small relative to the total available supplies in the two 
periods. 


TABLE 4 


Average Annual Area and Output of Food Grains in India, 
1921/22-1925/26 to 1936/37-1940/41 





Area Output 








1921/22 1986/87 % 1921/22 1986/37 % 
1925/26 1940/41 Change 1925/26 1940/41 Change 





Acres Long tons 
(000,000’s) oy (000,000’s) 


69°7 73°1 + 4:9 26-7 25° 
80-4 34°6 +13°8 9-4 10- 
7-1 6-2 —12-7 3-0 
383-3 84:6 + 2-7 6-0 
17-7 17-2 — 2:8 2-5 
6-3 6°38 — 2-0 
16-7 14-8 —11°4 4°4 





: Compiled from India, Department of Commercial Intelli- 
gence and Statistics, Estimates of Area and Yield of Principal 
Crops in India. 


2® This conclusion may also apply for a longer time period, that is from 1893/94 
to 1945/46, according to data presented by Daniel Thorner, op.cit.,p. 123. Thorner’s 
data show a 38 per cent increase in population from 1893/94-1895/96 to 1936/37- 
1945/46, while per capita output of food crops dropped by 32 per cent, or from 587 
pounds per capita to 399. 

8° Net food grain exports in 1924/25 were 1,623,000 tons. Taking this into 
account, the change between the periods noted would be from 92,000 to 1,221,000 
tons, See Census of India, 1951, Vol. I, Part I-B, for further details. 








WORLD FOOD EXPORTS 858 


Information on the overall performance of Indian agriculture is 
lacking, but the data contained in Table 4, imply that there were no 
substantial increases in yields per acre of food grains. This is also borne 
out by an examination of yields per acre of wheat grown in the 
major producing regions of the Punjab, the United Provinces, and the 
Central Provinces from 1899/1900 to 1939/40,1 and of average annual 
yields per acre of rice, maize, and jowar grown in Uttar and Madhya 
Pradesh, Bombay, Madras, and the Punjab (all in the present Republic 
of India) for the years, 1920/21, 1924/25 and 1935/36-1939/40.52_ In fact, 
these computations reveal that in certain cases, yields may actually have 
declined. ‘ 


Estimates on the efficiency of Indian agricultural workers are 
not available, although there is little dispute that their efficiency is 
relatively low. In more advanced countries, one indication of agri- 
cultural efficiency is the rate at which workers are able to transfer from 
rural to urban centers in search of new employment, assuming such 
employment is available. Although Indian cities experienced both 
absolute and relative increases after the 1870’s, the changes were not 
unusually large.** The relatively slow rate of urbanization reflects of 
,course the lack of alternative employment in the industrial-urban 
Sector.84 The population increase which occurred in the 1920’s and 
after was thus felt most significantly in the agricultural-rural sector, 
where the average number of acres per person diminished from 2-23 
in 1891/92 to 1-90 by 1939/40.35 


Small landholdings do not necessarily inhibit increased agricultural 
efficiency, if there are other favourable factors present. But in India, 
there existed no government policy designed to introduce relatively 
inexpensive, land-saving innovations which could be effectively applied 
to small farms in order to raise per acre yields. Indian agriculture instead 
remained stagnant under the influence of inadequate capitalization 


31 The Punjab accounted for more than one-third of the total area and output 
of wheat during most of this period. The three regions together had about two- 
thirds of the acreage sown to wheat and upwards of 70 per cent of wheat output. 
See India, Department of Commercial Intelligence and Statistics, Statistical Abstract 
for British India, 1911/12-1939/40. 


32 Based upon data compiled from Census of India, 1951, Vol. I, Part I-B, 
pp. 61-64. 


33 S. Chandrasekhar, India’s Population (New York : The John Day Company, 
1946), p. 29, estimates that the percentage of India’s population in urban areas 
increased from 8.72 per cent in 1871 to 12.78 per cent in 1941. 

34 It is estimated that the percentage of workers in industry to the total working 
population fell from 11.0 per cent in 1921 to 9.4 per cent in 1941, and that the per- 
as industrial workers to the total population declined from 4.9 to 4.0 per cent. 
h ibii *» P- 52. 


%* K. Davis, op.cit., p. 207. 
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necessary for soil and technological improvement,* consequent deteriora- 
tion and loss of soil nutrients, and rural indebtedness, underemploy- 
ment, and feudal-like property relationships. 


It is thus not surprising, in view of the foregoing discussion, that 
India’s food grain (wheat) exports declined, and that she became instead 
a relatively large importer. There can be little doubt that India 
will continue to have a food problem, for even if the rate of population 
growth levels off or declines, a large percentage of the increased per 
capita incomes that may come from economic growth will be spent for 
food.37 Whether domestic production can be successfully increased, 
or whether it will be necessary to import large quantities of foodstuffs 
will be a question which will engage planners and administrators for 
some time to come. 


The United States as a Food Producer and Exporter 


Whereas the demand for food in less developed economies is subject 
to relatively large increases over time due to the growth of population 
and per capita incomes, this is much less true for the United States. 
In this nation, there is evidence that the rate of population growth 


declined overall from 1870 to 1940, although there has been an upsurge 
since World War II, and that the per cent of income used to purchase 
farm-produced food is relatively low and has tended to become smaller 
over the years.** It mayalso be noted that there has been asubstantial 
shift in consumer diets in the United States away from cereals, potatoes, 
and similar foods towards livestock products, vegetables, fruits, etc.*® 
These shifts are evidence of a wide choice in consumption, and differen- 


%¢ The lack of capital was perhaps the most crucial factor for Indian agriculture. 
Daniel Thorner, op.cit, p. 124, attributes this to British land and revenue policies, 
which siphoned capital away from the cultivating peasantry. 


7 According tc budget studies made of Indian agricultural labor families by 
V. M. Dandekar, Use of Food Surpluses for Economic Development, Publication No. 33 
(Poona : Gokhale Institute of Politics and Economics, 1956), p. 29, “* between 80 and 
90 per cent of the total consumer expenditure is spent on food and between 5 and 
10 per cent on clothing.” ‘ 


38 T. W. Schultz, The Economic Organization of Agriculture, Ch. 5, after careful 
examination of empirical studies of income elasticities based upon both time series 
and cross-sectional data, has estimated that the income elasticity of demand for 
farm-produced food in the United States is around 0.25. Food at the point of 
retail sales, which includes substantial amounts of non-farm services, has been 
estimated to have an income elasticity equal to 0.625 when eating at home and 1.25 
when eating away from home. Ibid., p. 45. 


8® See U. S. Department of Agriculture, Bureau of Agricultural Economics, 
Consumption of Food in the United States, 1909-52, Agriculture Handbook No. 62 
(Washington, 1953), p. 144. .« eS 
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tiate significantly the American consumer from his counterpart in the 
U.S.S.R., Argentina, and India.*° 


When we look at the supply side of American agriculture, it be- 
comes obvious that output, especially of grains, has more than kept 
pace with changes in domesticdemand. Ithasbeen estimated that bet- 
ween 1910 and 1950, agricultural production for sale and home consump- 
tion in the United States rose about 75 per cent.*! This was a period 
in which there was a substantial increase inthe use of motor vehicles, 
fertilisers, and other forms of capital in American agrculture, and a 
decline in the labor input.‘? Some indication of the role played by 
additional inputs and by new and improved production techniques for 
various periods from 1910 to 1950 is provided by Table 5. 


TABLE 5 
Changes in Output and Input in United States Agriculture 





Proportion of 
Additional Out- 
Increase in put Accounted 
for by 
Output Input Additional 
% % Input? 


% 


1910-1920"... 1134 
1928-1929"... . 58 
1930-1940"... —8l° 
1940-1948° ... 20 
1980-1950° _.... 4 











* With constant returns for additional inputs. 

> Input series weighted with 1985-89 prices. 

* Input series weighted with 1946-48 prices. 

¢ Implies diminishing returns for the additional inputs. 
* Implies increasing returns for the change in inputs. 


Source: T. W. Schultz, “‘ Reflections on Agricultural Production, 
Output, and Supply,” loc. cit., p. 752. 


4° Such dietary changes may be taken as an indication of real improvement in 
the standard of living of consumers. For an interesting commentary on this point, 
see Adam Smith, The Wealth of Nations, Edwin Cannan (ed.), (New York: The 
Modern Library Series, Random House, 1937), p. 187 ; and M. K. Bennett, ‘* Popula- 
tion, Food and Economic Progress,” Rice Institute Pamphlet, XX XIX (July, 1952), 
esp. 28-46. . 

“1 T. W. Schultz, The Economic Organization of Agriculture, p. 99, 

«3 Ibid., p. 104, 





356 THE INDIAN ECONOMIC JOURNAL 


Perhaps the most outstanding fact which emerges from this table is the 
declining role which additional inputs have played in the expansion of 
United States agricultural output.* 


The foregoing findings for the agricultural sector as a whole have 
also been borne out in a study concerned solely with the food sector.** 
These studies are of great significance in emphasizing the substantial 
increases, especially since about 1936, in United States agricultural 
productivity. It is well known that these changes are closely bound 
with the role that government plays in the agricultural sector,“ and 
in addition, that favourable demand conditions, which have existed in 
many years since the late 1930’s, have also played an important part.*® 


When individual commodity groups are considered, however, some 
interesting differences come to light. The greatest part of United 
States food exports today consists of grains. Although this nation 
was the world’s largest meat exporter at the close of the nineteenth 
century, it has since become relatively unimportant. Per capita con- 
sumption of flour and cereal products declined by about 45 per cent 
between 1909 and 1952, while the consumption of meats remained rela- 
tively unchanged.” This would be superficially indicative of the need 
for a movement of resources out of grain production, unless the domestic 
demand for grain as livestock feed increased or unless there were in- 
creases in foreign demand for purposes of human and/or animal con- 
sumption. 


43 This refers, of course, mainly to the more _ conventionally measur- 
able inputs, such as labor and capital. There may actually be a host of factors not 
yet measured which may account for the changes noted. See T. W. Schultz, 
** Reflections on Agricultural Production, Output, and Supply,” Journal of Farm 
Economics, XXXVIII (August, 1956), esp. 756-68. 


44 Harold F. Breimyer, ‘‘ Sources of Our Increasing Food Supply,” Journal of 
Farm Economics, XXXVI (May, 1954), esp. 241. 


45 This is especially the case when one considers that most of the basic and 
applied research which contributes so importantly to technological progress in 
agriculture is carried on primarily by public agencies, with the community as a whole 
footing the costs. These agencies are concerned not only with “* producing” new 
techniques, but, in addition, devote considerable effort to the dissemination of their 
findings to farmers. When accont is also taken of the public and private expendi- 
tures made for eduation, other forms of training, and health, it is then not surprising 
that the quality and productivity of United States agricultural resources have 
improved so much. Not to be under emphasized, finally, is that the competitive 
structure of agriculture is conducive to the adoption of new techniques. 

46 The agricultural price support programs have been of major importance in 
furnishing favorable price and income expectations to farmers. This undoubtedly 


has served to speed up the adoption of technological advances, some of which are 
relatively costly to carry out. 


‘7 U. S. Department of Agriculture, op.cit. 
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Grain production has not fallen, however, despite the declining 
consumption trend. This sector has, in fact, been marked by striking 
productivity increases in both output per man-hour and yield per acre 
of food grains, especially wheat, and of feed grains, corn in particular. 
It has been apparently more difficult however, to achieve productivity 
increases in the livestock sector, especially with meat animals, ** because 
of the cost and difficulty of carrying out research which permits addi- 
tional innovations and the saving of inputs, especially labor.*® 


The implications for United States food exports of the foregoing 
are that there may be an effective limitation on the ability of this 
nation to export significant amounts of livestock products, given the 
importance of many of these products in domestic consumption and 
the existing structure of comparative advantage which favors the 
countries presently on an export basis. The declining domestic con- 
sumption of food grains, wheat in particular, and the continued rise in 
the efficiency of production of all grains indicates, on the other hand, that 
the United States will be able to export these commodities in large 
volume since this sector of production seems capable of satisfying domes- 
tic needs as well as a substantial proportion of the world’s import 
demand.5° 


Conclusion 


When we compare the experience of the United States with regard 
to its food exports, particularly of grains, to the experiences of Russia, 
Argentina, and India, countries whose exports have declined over time, 
certain differences come to light. Because of different population 
growth characteristics and a relatively low income elasticity of demand for 
food at the farm level, the demand for food in the United States is less 
susceptible to sudden increases as might occur in these other countries. 
Perhaps the most basic differences can be found on the supply side, for 


*8 For data on production per man-hour and yields of crops and animals, 
consult U. S. Department of Agriculture, Agricultural Statistics. 


_  4* This is reflected in ‘‘ the fact that production of food grains per man-hour 
increased 386 per cent from 1910-12 to 1953-55, while production of meat animals 
per man-hour increased only 26 per cent.” Glen T. Barton and Ralph A. Loomis, 
“ Differential Rates of Change in Output per Unit of Input,” Journal of Farm 
Economics, XX XIX (December, 1957), 1957-8. 


5° The switch of consumers away from food grains to meat and other foodstuffs 
does not mean necessarily that more food grains will be available for export. Acreage 
formerly devoted to food grains might be switched to feed grains for an expanding 
livestock industry, since consumers now tend to take their grain in this form rather 
than more directly. Such a shift may be limited, however, by differences in climate, 
topography, and soils which make crop production peculiar to distinct regions in the 
United States. For a discussion of farming areas and cropland possibilities, see 
Walter W. Wilcox and Willard W. Cochrane, Economics of American Agriculture 
(New York : Prentice-Hall, Inc., 1953), esp. pp. 17-27. 
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the increased productivity noted in United States agriculture, above all 
in the grain sector, has been truly remarkable. 


A substantial proportion of the latter differences can be attributed 
to the manner in which government agricultural policy has provided 
either incentives or disincentives for the further development of domestic 
agricultural resources and the expansion of output. The combination 
of publicly inspired programs together with the technological advances 
emanating from the private sector have made United States agriculture 
one of the world’s most efficient, especially in terms of output per man- 
hour. In the U.S.S.R. and Argentina, on the other hand, the policies 
of forced industrialization at the expense of agriculture have failed to 
provide a strong agricultural base from which improved techniques and 
innovations could provide both an expanding output and a substantial 
degree of input savings. It is the recognition that industrialization 
was perhaps being hampered by restrictive agricultural policies that 
accounts for the nearly parallel decisions made in these two countries 
during and since 1953 and 1954 to bolster agricultural production and 
incentives by means of a more favourable price policy and organizational 
changes. The stagnation and even retrogression of Indian agriculture, 
especially during the inter-war years, can be traced partly to population 
increase and subsequent overcrowding on the land, and to British land, 
revenue and other policies, which hindered capital formation in both the 
agricultural and industrial sectors.®* 


A lesson which many countries have still to learn is that economic 
growth, especially in the early stages, is dependent upon a productive 
and efficient agriculture. An attempt has been made here to show that 
the failure to heed this lesson brought serious declines in exports from 
countries which at one time were the world’s leading sources of grains and 
meat. One could find other examples (e.g., the Danube Countries and 
Australia, particularly in the early post-war years) to which this also 
applies. The experience of the United States, the world’s leading 
industrial and food exporting nation, shows that economic growth in- 
volves more than allocating effort and capital to increase the quantity of 
reproducible goods. Investments in the quality of people as productive 
agents and in programs aimed at raising the level of the productive arts 
are equally, and at times perhaps more, important.®? 


Rotterdam, Netherlands. Rosert M. STERN 


51 It is impossible of course to know what would have been the pattern and 
course of Indian economic development in the absence of British rule. 


52 For an elaboration of this conclusion, see T. W. Schultz, ‘“* The Role of Govern- 


ment in Promoting Economic Growth, “‘ L. D. White (ed.), The State of the Social 
Sciences (Chicago : University of Chicago Press, 1956). 














DEBT MANAGEMENT AS AN INSTRUMENT OF 
EMPLOYMENT POLICY 


Wir the broadening of the spheres of public finance owing to the 
necessity imposed upon governments to pursue an active policy with 
respect to the problem of unemployment, debt management has gained 
greater importance as an integral part of public investment policy for 
enlarging the range of employment opportunities. 


Loans are a means of influencing production and employment and 
indirectly the distribution of income. To the extent the idle funds are 
drawn out and utilised by the government for purposes of economic 
development, it directly leads to the creation of employment oppor- 
tunities. With the development of national resources and the conse- 
quent increase in per capita income, the consumption expenditures 
will also have their impact on employment. In addition to the employ- 
ment effects, loans used for financing development expenditure will 
yield in certain cases an indirect return to Government by way of 
increased tax revenue. 


Nature of Expenditure and Employment Effects 


The nature of expenditure for which loans are raised will determine 
whether the effect is (2) employment creating ; or (6) utility creating ; 
or (c) efficiency creating. Though it is difficult to draw the border line 
between these effects, it is likely that a combination of these may 
characterise the net effect of public expenditure. The magnitude of 
subsequent impact on income and employment will vary according to 
the type of expenditure incurred, but from the standpoint of the function- 
ing of the economy, the magnitude of the debt relative to the tax burden 
and the volume of money titles which it allows to accumulate in the 
hands of a small minority is a matter of serious import.? 


Magnitude of the Debt, Tax Burden and Employment 


Mounting national debts are feared because they may eventually 
lead to higher taxes for servicing the debt. However, there seems 
to be no necessary relationship between larger debts and higher tax 
burden. Even with enormous increases in national debt that have taken 
place during the past one and a half decades in the U.S.A., U.K., 
Canada and Australia, the debt service as a percentage of national in- 
come and of tax revenue shrunk considerably because of the accompany- 
ing rise in national income’ as can be seen from the table given below : 


1 Alvin H. Hansen : Fiscal Policy and Business Cycles—p. 152. 

2E. F. Schumacher : in Economics of Full Employment—p. 107. 

3 Besides the increase in national income, fall in interest rates has been another 
contributing factor (I.L.O. : Public Investment and Full Employment p. 55) 
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TaBLeE I 
Debt Service as Percent of National Income and Tax Revenue 


(in millions) Debt Service as 
Percent of 
Countries National Public Debt National Tax 
Income Revenue 
1939 1956 1939 1956 1939 1939 





U.S.A.($) 72,532 343,600 45,890 272,825 10.3 ° 19.6 
U.K. (£) 5,012 16,267 7,269 . ° 24.3 
Canada($) 4,289 23,049 3,710 5 é ° 29.4 
Australia(£) 877 4,579 1,215 “ . 15.8 





* The increase of 0.3 per cent over 1939 is due to comparatively less 
of increase in national income. 


Source: U.N. Statistical Year Books 
Statistical Abstract of U.K. 
U.N.: Monthly Bulletin ef Statistics. 


Since most of the tax structures are progressive tax collections 
at constant rates rise more than proportionately to national income 
with an increase in the latter. Thus, so long as national debt does not 
increase faster than national income, servicing the debt from current 
revenues requires no increase in tax rates.‘ The faster income grows, 
the lighter will be the burden of the debt and greater is likely to be the 
employment effect. The problem of the ‘ debt burden ’, thus, becomes a 


problem of increasing national income and employment. In order to 
have an increase in income and employment, there must be a rising 
volume of monetary expenditures and further, there must be an actual 
growth in the productive powers in order to allow the increasing stream 
of expenditure to take place without a rise in prices.5 


If deficits are incurred under conditions of prosperity, the debt 
situation may become more complicated. For then, the rise in national 
income at constant prices is limited to the rate at which productivity 
increases with population growth and technical progress. Debt may 
then outrun income and servicing the debt from current revenues may 
require higher tax rates. But such an increase, after a point, may limit 
private investment or consumption resulting in adverse effets on employ- 
ment. Yet, if government expenditures for development purposes are 
reduced, national income will tend to fall by a multiple of the reduction. 
Tax collections may fall in still greater proportion and a vicious circle of 
deflation resulting in unemployment may result.’ 


4 Domar : ‘ Burden of the Debt and National Income’, American Economic 
Review, Vol. 34, No. 4, pp. 798-823. 

5 Ibid.—pp. 822-823. 

* Ibid 

7 See S. E. Harris : ‘ Post-war Public Debt’ in Post-war Economic Problems— 
pp. 169-185 
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These dangers, however, do not constitute an argument against 
financing public investment by borrowing whenever unemployment 
exists. On the contrary, they constitute an argument for gearing the 
tax structure to the debt structure. Further, they suggest the likelihood 
of an inverse relationship between deficits and employment. 


National Debt, Private Investment and Employment 


There is also the question whether the very existence of a large 
debt will dry up the funds for private investment® and therefore p-event 
the expansion of employment opportunities. This could happen if the 
funds of wealth claims were a fixed amount.® Moreover, war financing 
has revealed that new deposits and new issues were created on top of 
the private wealth claims already held.!¢ 


But the cause for concern may arise for investment of savings from 
current income. If there are strong investment outlets, as in the boom 
period, the existence of alarge public debt may not offer any obstacle to 
funds moving into private investment. If, on the contrary, prospective 
rates of return in private investment are not good, current savings may 
flow into government securities instead of being hoarded in idle balances. 
If this happens, it will be a welcome feature for employment may be 
increased through the utilisation of such funds for financing public 
investment. 


Debt Management, Employment and Inflation 


If new government obligations are floated during a depression 
when there exists widespread unemployment and excess industrial 
capacity and if the obligations are bought by individuals with bank 
balances which they would otherwise hold idle, the immediate effect 
of the purchase of government obligations is a transfer of ownership 
of bank deposits from individuals to the treasury. If the treasury 
uses these funds to pay men (who would otherwise be unemployed) to 
work on public projects, there will be an increase in employment. 
But the transfer of ownership of deposits from people who hold them 
idle to those who spend them through the process of government borrow- 
ing and spending results in a more rapid turnover of money. This 


8 Sec. Charles C. Abbott. Government Debt and Private Investment Policy. 
The Review of Economics and Statistics Vol. XXXI No. 1—pp. 21-25. 


® Alvin H. Hansen : ‘ Comments on the Symposium on How to manage the 
National Debt’. The Review of Economics and Statistics , op. cit., p. 82. 


10 Ibid., 
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increase in the demand for goods and services in itself is an inflationary 
stimulus. However, in a period of widespread unemployment this 
tendency may be offset by an increased production of goods and services 
demanded. If a similar increase in demand takes place in a period of 
full employment, the inflationary pressure cannot be offset, because any 
increase in output is not possible except, to some extent, through an 
improvement in the techniques of production. 


If the banks purchase the government obligations, the net effect 
is an expansion in the volume of deposits and this again is likely to be 
inflationary ; but it may be offset if output expands as a whole. Fur- 
ther, there is the fear that inflationary forces may be generated if 
private holders of government securities endeavour to liquidate on a 
huge scale." This can happen if the movement represents a continued 
shift from government security holdings into private investment out- 
lets ;!2 but in the event of a ‘ liquidation panic ’ the consequences have 
been shown to be deflationary.'* 


Thus, the process of increasing the government debt may or may 
not be inflationary. In general, it will not be inflationary in a period of 
depression, but will be inflationary in a period of full employment. 
The closer a country comes to full employment, the greater the danger 


of inflation arising from a sudden drop in willingness to hold bonds or 
cash. The more cash or bonds are in existence, the more violent can 
be the rise in prices if people suddenly refuse to hold such liquid assets. 
In fine, the more successful a country is in its employment policy, the 
more wary must it be of inflation.™™ 


Judicious debt management can exert significant compensatory 
pressures against fluctuating levels of income!* and employment and at 
the same time contribute towards a lighter and more equitably distribut- 
ed debt burden.® This involves the avoidance of both inflation and 
deflation, widespread ownership of public debt, prompt repayment at 


11 Abbott : ‘ Government Debt and Private Investment Policy’, The Review 
of Economics and Statistics, op.cit., p. 25. 

12 Ibid. 

13 Richard A Musgrave : ‘Debt Management and Inflation,’ Review of Eco., 
and Statistics, op.cit., pp. 25-29. 

13a I.L.0. Public Investment and Full Employment op.cit., p. 55 

14 See H. C. Wallich : ‘ Debt Management as an instrument of Economic 
Policy’, American Economic Review, Vol. XXXVI No. 8, pp. 305-810. 

: * The a Ny the Debt and National Income,’ American 
Economic Review, Vol. XXXIV pee pp. 798-825 and also M. D. Brockie : 
ae Management and ade Stal ilisation,’ Quarterly Journal of Eco. Vol. 68 
oO. 4, pp. 621-28. 
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maturity and budgetary control of central expenditure, taxes and 
borrowing with the primary objective of achieving continuous increase 
in employment and in real national income.’® An attempt is made 
here to apply, inter alia, the conceptual considerations set out above to 
Indian Public debt since 1947-48 with a view to assess the extent to 
which it could be wielded for stepping up employment. 


Factural Application 


The outstanding debt of Government of India increased from 
Rs. 1,205 crores in the immediate pre-war year 1938-39 to Rs. 4,234 
crores in 1957-58. It has increased three and a half time its pre-war 
level in the past nearly two decades. The striking aspect of the debt 
position is the change in relative positions of the foreign and domestic 
debt. The former declined from Rs. 469 crores in 1938-39 to Rs. 265 
crores in 1957-58 while the latter rose from Rs. 736 crores to Rs. 3,969 
crores over the same period. This change is a welcome reduction in the 
transfer strain on the Indian economy. 


Public Debt and National Income 


Even though the absolute size of the debt in India increased three 
and half times its pre-war size, as can be seen from Table 2 its relative 
size in compa“ison with national income declined from 62-2 per cent in 
1939-40 to 33-3 per cent in 1956-57. 


TaB_e II 


Debt as Percent of National Income in India, U.S.A. and U.K. 





INDIA* U.S.A.** U.K.*** 
Natio- Total Percen- Nation- Total Percen- Nation- Total Percen- 
nalIn- debt tage alIn- debt tage aliIn- debt tage 
come of(3) come of (6) come of (9) 
to (2) to (5) to (8) 
4 5 10 


2 7 8 





(Rs. crores) (Million dollars) (£ million) 
1989—40 1,934 1204 72,532 45,890 63 2 5,012 7,247 145.0 
1948-—49 8,650 2456 223,466 252366 112.9 9,479 25,722 254.2 
1956—57 11,010 3676 ‘ 342,400 272825 79.7 16,465 27,089 164.5 





Source; *Column1: Eastern Economist for 1939-40 
Central Statistical Organisation for the years 
1948-49 and 1956-57 
Column 2: Reserve Bank reports on Currency and Finance 
se Statistical Abstract of U.S.A. 
see Statistical Abstract of U.K. 


16 Alvin H. Hansen : Economic Policy and Full Employment—p. 268. 
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The size of the debt increased continuously by nearly 50 per cent bet- 
ween 1948-49 and 1956-57 whereas its relative size in comparison with 
national income increased by less than 5 per cent. In contrast to such a 
favourable position that India enjoys in respect of debt, the relative size 
of public debt in U.S.A. increased from 63 percent in 1939 to 117 
percent in 1949-50 and thereafter declined to 79-7 per cent in 1956-57. 


- The debt position of U.K. provides a still greater contrast to that of 
India. In absolute size, it increased nearly four times from £7,247 million 
in 1939-40 to £27,089 million in 1956-57. Its relative size increased 
from 145 per cent in 1939-40 to 279-3 per cent in 1947-48 and declined 
thereafter to 164-5 per cent in 1956-57. 


Income-debt Service Ratio and ‘Taz Rate’ 


The problem may be viewed from another angle. The problem of 
debt burden arises from the fact that the amount spent on servicing the 
debt could be used for other purposes or the burden of taxation could 
have been lightened to that extent if there had been no debt. 


Debt servicing in India amounted to Rs. 14-1 crores in 1938-39. 
After varying between Rs. 36-5 crores and Rs. 43-1 crores in 8 years 
since 1948-49, it stood at Rs. 88-2 crores in 1956-57. When this burden 
is measured in terms of ‘income-debt service ratio’, the picture is not 
discouraging, particularly when compared with U.S.A. and U.K. The 
debt service in India formed 0-7 per cent of national income in 1938-39 
and declined to 0-34 per cent in 1956-57. In contrast to this, the pay- 
ment of interest on debt in U.S.A. was $941 million or 1-3 per cent of 
national income in 1939-40 ; $5-353 million or 2-5 per cent in 1949-50 
and $6-792 million or 1-9 per cent in 1956-57. Even though the absolu- 
te size of the debt increased from $46 billion in 1939-40 to $273 billion 
in 1956-57—nearly six fold increase—the interest charges as per cent of 
national income increased hardly by 0-6 per cent. 


The debt burden in U.K., measured in terms of interest charges 
as a percentage of national income reveals similar characteristics. 
The debt service varied between £218 million or 4-3 per cent and £820 
million or 4-9 per cent between 1939-40 and 1956-57 touching £495 
million or 5-2 per cent in 1948-49 even though the total debt was more 
than double the national income between 1947-48 and 1952-58 declining 
thereafter to three quarters of the national income in 1956-57. 


In terms of Tax-rate (i.e. Revenue utilised for servicing the debt 
expressed as a percentage of total tax receipts), only a small portion of 





DEBT MANAGEMENT 865 


the total tax revenue has been used up to service the-debt in India as in 
U.S.A. and U.K. About 18-6 per cent of tax revenue of. Rs. 75-4 
crores was used to service the debt in 1938-39; in 1948-49 Rs. 45-5 
crores or 14-6 per cent were utilised ; the debt service formed 7-7 per 
cent of the tax revenue of Rs. 495 crores in 1956-57. In U.S.A. the 
debt service formed 19-6 per cent of the tax revenue of $4,916 millionin 
1939-40 ; but it declined to 9-9 per cent of the total tax receipts of 
$68,141 million in 1956-57. In U.K. it formed 24-3 per cent of the tax 
revenue of £896 million in 1939-40 but declined to 13-4 per cent with an 
increase in tax revenue to £4,184 million in 1951-52 and showed a small 
increase of 1-7 points by 1956-57 with the tax revenue of £5,423 million. 


Thus, the debt position of the Government of India does not seem 
to be unsound when judged from the standpoints of ‘ income-debt 
service ratio’ and the ‘tax-rate ’. 


The Probiem of Repayment 


Regarding the repayment of long-term and the medium term debt, 
the course of borrowing and repayment year by year from 1947-48 to 
1957-58 is shown in table 3. 


TABLE III 


Borrowing and Repayment of Medium and Long-term Debt in India 
1947-48 to 1957-58 





Rs. in crores 





Year Borrowing Repayment 





1947-48 
1948-49 
1949-50 
1950-51 
1951-52 
1952-53 
1953-54 
1954-55 
1955-56 
1956-57 
1957-58 


— 


pou oer 
— 

SSSSRBaSInk 
CHOEPRDBAWONSO 


5 





Source: Reserve Bank of India: Reports on Currency and Finance. 


Between 1947-48 and 1950-51, repayment exceeded borrowing. This 
may be partly accounted for by the shortfall of borrowing over expecta 
tions due to tight conditions in the capital market and to that extent- 
may not be due to a change in policy. But from 1951-52 onwards, 
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borrowing exceeded repayment except in 1953-54 when repayment gain- 
ed the lead. The excess of borrowing over repayment was marked from 
the second-half of the First Five Year Plan. The emphasis on borrowing 
as a means of finding funds for financing the developmental plans is 
obviously reflected in the widening gap especially in the first two years 
of the Second Five Year Plan. 


Dead-weight Debt 


A greater part of the Government of India’s obligations is balanced 
by loans and other interest yielding assets, so that the debt as a whole 
is not “dead weight’. The extent and distribution of these assets is 
shown in table 4. 


TABLE IV 


Interest yielding Assets of the Govt. of India compared with 
Interest Bearing Obligations 1947-48 and 1957-58 


(In Crores of Rs.) 





Interest Yielding Assets 1947-48 1957-58 (B.E.) 





Capital advanced to Railways ee - 675.9 1197.0 
Capital advanced to other commercial Deptts. 48.9 172.3 
Investment in Commercial concerns — 821.6 
Capital advanced to States and other interest 

bearing loans as ses . 1432.0 
Debt due from Burma and Pakistan 
Deposits with U.K. Govt. for redemption of 

railway annuities and purchase of railway 

annuities from sterling eee eee 
Total of 1 to 6 ‘ eee 
Treasury cash and securities. 
Total Interest yielding assets ( 1 to 8) 
Total Interest Bearing obligations ... 
Dead Weight Debt (10-9) oe 





*from Pakistan only 





Source: Reserve Bank of India : Reports on Currency and Finance. 


At present, for the biggest item, Rs. 1,482 crores (nearly 83 per cent) 
consists of capital advances to States and other interest bearing loans. 
The next item, Rs. 1,197-0 crores has been advanced to railways and is 
covered by the real capital of the system. The same is true of the 
advance to other commercial departments—overwhelmingly Posts 
and Telegraph. From 1958-54, a new item, viz. investment in com- 
mercial concerns has been developed and its magnitude has increased 
markedly from 27 crores to Rs, 822 crores in four years, 
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Though the total interest bearing obligations increased from 
Rs.2,182 crores in 1947-48 to Rs. 4,234 crores in 1957-58 the ‘dead-weight’ 
debt has decreased from Rs. 775 crors to Rs. 707 crores, its magnitude 
in the second year of the Second Plan being 17 per cent less than in the 
year of independence. Further, if it is remembered that ‘ dead-weight ’ 
debt provides a nucleus of safe income which induces its holder to seek 
higher but less safe return on his other savings,!” the dead-weight debt 
in India can be deemed to present no problem at all for sound manage- 
ment. 


Ownership of Internal Debt and Income Distribution 


Besides the magnitude, who owns the Government debt and who 
pays the taxes required to pay the interest on debt is a matter of great 
significance. For a national debt held by a small minority of citizens 
which necessitates the yearly transfer of considerable amounts of money 
to persons already wealthy becomes a stumbling block in a policy of 
reducing the inequality ofincomes. The ownership of rupee loans of the 
Central Government in 1949 and 1956, given in table 5 provides an 
idea about its impact on income distribution. 


TABLE 5 
Ownership of Rupee Loans (of Govt. of India) in 1949 and 1956 


(figures relate to end of March) 


Amount in Crores of Rs. 





1949 1956 





Percent- Percent- 
Head by Amount ageto Amount age ' 
total tota 





Official and Semi-official holdings er ‘ 80. 
Reserve Bank of India on account of 

others ose wr ‘ 2. 
Insurance Companies ose oon ass ‘ 9. 
Co-operative Banks ove ° 1. 
Scheduled and non- -scheduled Banks jal ; 21. 
Non-residents ’ — 
Others (Joint Stock ‘Companies, Private ; ; 

individuals trusts etc.) ... . 25.8 


Total ... 1,478 : 100.0 











Source : Reserve Bank of India Bulletin Vol. X No. 7 July 1956 p. 708, 


17 Report of the Committee on National Debt and Taxation Cmd. 2800 p. 100, 
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The sum of 735 crores of rupees or 49-7 % of the rupee loans in March 
1949 held by Reserve Bank on its own account as well as on account of 
others (including State Governments), co-operative banks and insurance 
companies (items 1 to 4 in Table 4) tend towards the diffusion of wealth 
andincome. Any profits made by the Reserve Bank above its operating 
costs are liable to be captured by the Central Government. The 
holdings of co-operative Banks and insurance companies constitute an 
important part of the assets safegarding small savings accounts and life 
insurance policies widely held throughout the nation. Non-residents 
held Rs. 50 crores or 3-4 per cent of the rupee loans. To the extent that 
payments to non-residents are not made to our own people, it is an 
unfavourable factor. Joint Stock Companies, trusts and other institu- 
tions as well as private individuals held Rs. 339 crores or 22-9 per cent. 
In the absence of further break up of this item, it can only be said that 
holdings by Joint Stock Companies may have an important bearing on 
business stability, employment and production. 


In 1956, the rupee loans held by co-operative banks, insurance 
companies and Reserve Bank both on its own as well as other including 
State Govenments increased to Rs. 796 crores or 53 per cent—an 
increase of Rs. 61 crores. The share of insurance companies increased 
by Rs. 34 crores while that of co-operative banks increased by only 
Rs. 8 crores. The share of non-residents increased to Rs. 63 crores in 
1955. The holdings of Joint Stock Companies, trusts and private 
individuals declined by Rs. 11 crores in 1956, thus implying a little 
adverse effect on employment in the case of Joint Stock Companies. 


There remains the Rs. 323 crores (or 21 per cent) held by the schedul- 
ed and non-scheduled banks. There is a widespread feeling that the 
banks hold too large a share and receive too much interest. But the 
striking feature is that their share has declined from Rs. 354 crores in 
1949 to Rs. 328 crores in 1956. 


Moreover, in 1957 the small savings group together with State 
Provident Fund accounted for Rs. 1,036 crores or 40 per cent of the total 
interest bearing obligations.‘* As the small savings represent the 
savings of the income groups in all parts of the country, a wide ownership 
and diffusion of incomes are ensured without any difficulty. 





Thus, by and large, the picture presented by the distribution of the 
rupee loans and unfunded debt is suggestive of a little reduction and 
not of intensification of inequality in income distribution. 


4# Reserve Bank Report on Currency and Finance for 1956-57 p. 180. 
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Who meets the interest charges on the debt? The yield of income- 
tax in India in 1988-89 at Rs.15-2 crores only just exceeded the cost of 
national debt service of Rs. 14-1!* crores. (Table 6). 








TABLE 6 
Income tax and Corporation tax receipts in relation to the cost of 
Debt Service 
(Rs. in crores) 
Debt Income-tax . Corporation 
Year Service receipts tax receipts 
1938-89 (Accounts) oes 14.1 15.2 2.0. 
1947-48... coe eee 19.2 74.6 40.4 
1948-49... eee we 42.5 119.5 62.3 
1949-50... ees ees 39.4 121.6 39.5 
1950-51 eee ave seo 37.3 132.7 40.5 
1951-52... eee coe 39.0 146.2 41.4 
1952-53 _—Ci... eee ove 36.5 141.4 43.8 
1953-54... eee eee 40.8 122.8 41.5 
1954-55... one roe 89.7 122.38 87.3 
1955-56 —i... eee sos 43.1 131.4 37.1 
1956-57 (R.E.) eee 38 .2 141.4 48.2 
1957-58 (B.E.) 35.0 152.9 54.8 





Source: Reserve Bank of India: Report on Currency and Finance. 


Income-tax at the then existing rate might be said to have had no 
substantial redistributive effect as between the income-tax payers 
taken as a group and the others. If there had been no national debt 
and no income-tax the position would have been much the same. 
Corporation Tax brought in only Rs. 2 crores in 1938-39. Alone it 
covered no more than 14 per cent of the cost of the national debt service. 
Inasmuch as a large part of the debt is owned directly or indirectly 
by income-tax payers, they received very little as interest on Govern- 
ment bonds in excess of what they paid as tax to the Government. 


But the position in the past one decade is quite different from what 
it was in 1938-39. Income-tax receipts varied from Rs. 76 crores in 
1947-48 to Rs. 153 in 1957-58 whereas the cost of debt service increased 
from Rs. 19 crores to Rs. 35 crores. Corporation tax alone has more 
than covered the cost of debt service during these years ; and in fact 
exceeded it by 100 per cent in 1947-48, by nearly 50 per cent in 1948-49, 
by 27 per cent in 1952-58 and by 57 per cent in 1957-58. 


1® The position was similar to that of Britain in 1986 when income-tax receipts 
amounted to £257 million whereas the cost of debt service was £224 million (Econo- 
tics of Full Employment p. 101). 
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Thus, from the redistribution angle, the debt position does not 
exhibit any weakness as such. 


Inflation and Employment 


To what extent has the national debt been inflationary and successful 
in increasing production and employment 


The contribution of public debt to inflationary potential can be 
measured in two ways: (a) by calculating the ratio of short-term debt 
to total public debt ; and (b) by calculating the ratio of total supply of 
money to public debt. These ratios in relation to prices, production 
and employment would indicate the extent to which financing through 
deficits has been inflationary and has succeeded in increasing production 
and employment. 


The proportion of treasury bills as, representing the short-term debt 
was higher in U.K. than in India or U.S.A. (See Table 7 next page). 
The percentage of treasury bills to public debt in India stood at 3-8 
in 1938-39, 4-5 in 1947-48 and increased to 14-3 per cent in the succeed- 
ing year wherefrom it declined to 11-9 per cent in 1952-53. But, there- 
after, it increased continuously to 22-8 per cent in 1956-57. In U.K. 
the percentage of treasury bills to, public debt was 17-5 in 1949; in- 
creased to 20-3 in 1955 but declined to 17-9 in 1956. In U.S.A. the 
percentage of treasury bills to public debt varied between only 6-3 
and 8-3 in the course of a decade since 1946. The index of wholesale 
prices?® in India stood at 29 in 1938-39 ; increased to 120 in 1951-52 and 
in 1956-57 it was 105. For U.S.A. the corresponding indices*° 
are 48, 107 and 109 whereas for U.K. the index went up almost contin- 
uously from 47 in 1939 to 163 in 1956. 


The proportion of treasury bills to public debt in India in 1956-57 
was higher than both in U.K. and U.S.A .. The wholesale prices were 
lower in India than in U.K. but were higher than in U.S.A. in five out 
of twelve years since 1945-56. 


In India, the percentage of money supply to-public debt stood at 
91-8 in 1945-46; reached 102-4 in 1947-48 but declined to 65-6 in 
1956-57. In U.K. this proportion varied from-21-8 in 1946 to 20-9 in 
1956. In U.S.A. it declined from 98-8 in 1939 to 40-7 in 1946, increased 
to 50-8 in 1955 but again declined a little to 48-7 in 1956. Thus the 
proportion of money supply to public debt happened to be higher in 
Indian than in U.S.A. and U.K. 


2° Base: 1948 = 100. Source: U.N. Statistical Year Book. 





“S'D JO WOBISAY [89198138IS eee 
“VSN JO JOBIISGY [89198198IS ge 
souvuly pues Aousiingd uo sqiodey yueg SAINSIY » : aaanogy 





6° LT i 008°Z8I 808°0z 9°¢9 8°3S) «6 ZI8'S 4°88 LE-9S6T 
£°06 ¢°0s 002‘88T PIS6I $°69 6°91 O'ssl’z e°s6s se 9S-SS61 
8°6L ¢° 6P SL 00S*F81 90°61 £°L9 fst 0°S8h0'S 6° ILP F SS-PS61 
Ist 3 6P Sh OOL‘IST T1s‘6L 8°89 PSI 9° 9S8‘T 0" See ee ¥S-S961 
6°LT 6°SP $°8 000°6Z1 SLITS 6°19 6°IL 9° F8L‘T este °° SS-ZS6T 
8°61 L°8P | oe 00¢°FZ1 ZOL‘sT OSL 6° 8Z8'T eve SS-1S61 


L°81 L°SP e°¢ 006‘LIT Lz9°81 6°SI 6°S00°S 0°88 - Ts-OS6T 
g°LT 6° SP 6° 002‘TIT 618s 9'SI 8° S9s‘T 6'Ire * OS-6F6T 
s°9T 3° 8's 009‘ IT 98I‘ST SFL "V'N s‘ose 0°" 65-8¥61 
0°61 6°8P 8° 009'SIL 22's so L°983‘s : 8P-LP6T 
$°st 8°8L 8°3 00298 208° 1 8° ‘V'N ; % 68-8861 





399P +99P +99P 799P +99P 

18303 18303 03 [#303 (UONTTTUIg ) (MONTTUT $) [309.03 [8303 (SBI 
Ajddns 03 syjiq (uonyrar 3)(uomprur g) Ajddns 03 sq1q sq) = Ayddns 03 sjj1q *sy) 
Asuoy Aimsvoiy, Ajddns syiq Asuoyy Aimmsvory, Ajddns Asuoyw Ainseaiy, Ajddns 
Aouoy Ainsvoiy, Asuoyy~=s Aas ay, Aouoyl 
jo 938 3U2010g jo 038 3uU9010g JO o38zU9010g 














© se ST'N ae VSN «VIGNI 





‘W'D pus ‘y’s'p ‘erpul uy suopeSyqO BSuysveg 3s0103u] 03 uOPVIes uy A[ddng Aouoy; pues spiq Ainsvesy, 


L a1avy, 


















372 THE INDIAN ECONOMIC JOURNAL 


The index of industrial production* in India increased from 92 in 
1946-47 to 151 in 1956-57. The indices of industrial production* for 
U.S.A for the corresponding years were 87 and 163. The index of 
production* increased in U.K. from 87 in 1946 to 188 in 1956. “The index 
of employment in India was 104 in 1938-39 ; increased to 158 in 1945-46 
but declined to 105 in 1953-54. The index of employment* in U.K. 
declined from 99 in 1939 to 95 in 1946 but increased to 114 in 1956. In 
U.S.A."! it increased from 64 in 1939 to 109 in 1953 and was the same 
in 1956 although it had declined to 101 and 103 in 1954 and 1955 
respectively. 


From the above trends it can be inferred that in India the increase 
in the share of treasury bills in total debt, although advantageous to the 
exchequer because of the low interest cost, is an unwelcome feature in 
any effort to keep down the inflationary spiral on account of the high 
liquidity of treasury bills. The inflationary potential, however, seems 
to have been held in check by the compensatory rise in industrial 
production, especially since 1951. The success of public debt in in- 
creasing production and employment appears to be less in India than 
in U.S.A., but better than in U.K. 


Availability of Funds 


While the analysis of public debt does not reveal any signs of un- 
manageability, to what extent can government borrowing be relied to 
mobilise funds for employment oriented developmental purposes ? 


The experience of borrowing (expectation and realisation of market 
loans and small savings) in the post-independence period given in Table 
8 will answer this question. (See next page). 





The total net short fall in the realisation of market loans amounted 
to Rs. 124 crores in 8 years. There was net shortfall in 6 out of 8 years. 
In 1954-55 the receipts were more than the credit taken in the budget for 
the centre because of the combined loans floated to cover the needs of 
the Central and State Governments. The explanation for the shortfall 
in the market loans during the post-independence years has been either 
‘stringent conditions in the money market’ or ‘conditions have yet to 
return to normalcy’. The basic difficulty, however, seems to arise from 
the non-availability of funds on the envisaged scale. The fact that the 
amount of demand deposits held by the trading classes in their personal 
account who form an important group operating in the share and bond 


1 Base 1948 = 100. Source: U.N. Statistical Year Book. 
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markets declined from Rs. 258 crores in 1946”? to Rs. 118 crores in 19588 
lends support to this contention. 


TABLE 8 


Expectation and Realisation of Market Loans and Small Savings 
1948-49 to 1956-57 


(Rs. in crores) 





Market Loans Small Savings 


Shortfall : Shortfall 
Amount Amount (—) or Amount Amount (—) or 
Year expected Realised (Excess (+) Expected Realised Excess (+) 























1948-49 ... 150.0 55.0 —95.0 $1.3 83.3 + 2.0 
1949-50 ... 85.0 40.0 —45.0 37.6 26.0 —11.6 
1950-51 ... 75.0 46.0 —29.0 28.0 31.0 + 8.0 
1951-52 ... 100.0 50.4 —49 .6 43.0 40.5 — 2.5 
1952-53 ... 25.0 Floatation withheld* 44.6 40.1 — 4.5 
1958-54 ... 100.0 75.3 —24.7 45.0 87.9 — 7.1 
1954-55 ... 75.0 158.0** +83.0** 45.0 55.2 +10.2 
1955-56 ... 125.8 104.2 —21.6 52.0 67.3 +15.3 
1956-57 .... 100.0 158 .0*** +58.0*** 70.0 61.1 — 8.9 
1948-57 ... 810.9° 686.9 —123.9 396.5 392.4 — 4.1 





* Calculated to leave the market free for the State Governments to borrow for 
their needs. 


** Receipts from the combined loan to cover the needs of the Central and State 
Governments. 


*** Total subscriptions amounted to Rs. 158 crores consisting of Rs. 77 in cash 
and Rs. 81 crores in conversion of 3 per cent Victory Loan 1957. 


® Credit taken for Rs. 25 crores in 1952-58 not included as floatation was with- 
held. 


Source : Government of India Budgets. Reserve Bank of India: Reports on 
Currency and Finance. 


The trends in the realisation of market loans during 1948-57 show 
that the shortfall was more marked in the first half than in the second 
half of the period under review. The improvement in the latter half 
may be attributed to the increase in monetary incomes following the 
development programmes as evidenced by the recovery in personal 
demand deposits from Rs. 118 crores in 1953 to Rs. 180 crores in 1957.24 
The improvement in the realisation of market loans and the recovery of 
personal demand deposits since 1953-54 indicate the possibility of reach- 
ing nearer the targets in the closing years of the Second Plan period. 


#2 Reserve Bank of India Bulletin Vol. 2, No. 4 April 1948, p. 217. 
%° Reserve Bank of India Bulletin, Vol. 12, No. 7 July 1958, p. 778. 
24 Ibid. 
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The shortfall in realisation from small savings amounted only to 
Rs. 4-1 crores in the period from 1948 to 1957 ; but the record was very 
disappointing till 1953-54 when for the first time, the receipts exceeded 
the target of Rs. 45 crores set for many years. The improvement in 
small savings position in 1954-55 was on account of new issues like the 
10 year National Plan Certificates and 15-Year Annuity Certificates. 
Credit must also be given for the better and more vigorous organisational 
drive witnessed in recent years. 


The record of small savings, however, is impressive enough since 
1954-55 to justify the greater reliance placed on it in the development 
plans. The sharp rise in their realisation in excess of the targets fixed 
in 1954-55, 1955-56 and the shortfall being Rs. 8-9 crores for a target 
of Rs. 70 crores in 1956-57 reflects the possibilities of collecting more 
from the small savers in the closing years of the Second Plan period pro- 
vided new issues are judiciously planned offering still attractive terms. 
The growth in the money incomes of the small savers, essentially salari- 
ed personnel and rural population following the development pro- 
grammes reflects the potentialities of the Small Savings Scheme. 


Two factors may be mentioned in support of the increased potential- 
ities of the small savers resulting from the accrual of larger incomes to 
them. One is the rise in personal deposits mainly in savings and time 
deposits and very little in demand deposits. 


Personal time deposits more than doubled from Rs. 128 crors in 
1951 to Rs. 251 crores in 1957 ; personal savings deposits rose by 33 
per cent from Rs. 130 crores to Rs. 173 crores ; but personal demand 
deposits on the other hand, showed an insignificant rise of Rs. 6 crores 
from Rs. 124 crores in 1951 to Rs. 130 crores in 1957.*5 


The other factor is the larger proportionate growth in personal de- 
posits with smaller scheduled banks which rose from Rs. 64 crores in 
1951 to Rs. 134 crores in 1957 or by 109 per cent against which the 
corresponding rise in the major Indian®* and foreign scheduled banks 
was only 40 per cent and 28 per cent respectively.?’ 


Conclusion 


Debt Management being an integral part of public investment 
policy, the extent to which the former could be wielded to step up 
employment has to be determined in the light of several factors, like 


%5 Reserve Bank of India, Bulletin Vol. XII, No. 7 op cit., p. 778. 

% Allahabad Bank, Bank of Baroda, Bank of India, Central Bank of India, 
Indian Bank, Punjab National Bank, State Bank of India, United Bank of India and 
United Commercial Bank. 

27 Ibid p. 774. 
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the growth in national income, the economic situation, nature of funds 
of wealth claims and their potential composition of the debt and the 
psychology of the private holders of government securities, ownership 
of the public debt, and repayment. Mounting national debt, in itself 
is not to be feared. The factual assessment of public debt in India 
shows that although in absolute size it increased three and a half times 
its pre-war size, the relative size of the debt declined by nearly 50 per cent 
because of a more than proportionate increase in national income. In 
comparison with U.K. and U.S.A., India enjoys a very favourable posi- 
tion. The debt position is not unsound when judged from the stand- 
points of ‘ income-debt service ’ ratio and the ‘ tax-rate’. “ The borrow- 
ing of long-term and medium-term debt during 1947-56 was more than 
balanced by the repayment during that period. The greater emphasis 
on borrowing for mobilising funds for the development plan is obviously 
reflected in the excess of borrowing over repayment during 1956-58. 
he “‘ dead-weight ’’ debt can be deemed to present no problems at all 
for sound management. From the redistribution angle, the debt 
position does not exhibit any weakness. The picture presented by 
the distribution of rupee loans and unfunded debt suggests a little 
reduction and not intensification of inequality in income distribution. 


The increase in the share of treasury bills in total debt, although 
advantageous to the Exchequer because of low interest cost, is an un- 
welcome feature in any effort to keep down the inflationary spiral; but 
the inflationary potential seems to have been held in check because of 
the compensatory rise in industrial production. 


The success of public debt in increasing production and employ- 
ment appears to be less in India than in U.S.A. but better than in U.K. 


The problem of debt management is not one of unmanageability but 
of finding the funds on the scale anticipated by the Government. The 
experience of Government borrowing from the market in the post-in- 
dependence period suggests that the possibilities of positively influencing 
national income and employment are likely to be limited but are gradual- 
ly improving since 1953-54, due to the rise in money incomes following 
the development plans. Though the realisation from the small savings 
was disappointing over the period from 1948 to 1953 its record is im- 
pressive enough since then, and together with the evidence of growth in 
money incomes of the small savers, it reflects greater potentialities. 
Judicious planning of the new issues on more attractive terms can be 
expected to exert significant pressure to respond closer and fully to the 
targets in the closing years of the Second Plan. 


Madras D. M. NANJUNDAPPA 





LABOUR SURPLUSES AND SAVING POTENTIAL 
IN UNDERDEVELOPED COUNTRIES.* 


Tuts theory has by now become too familiar to require any 
extensive recapitulation. For the purpose of the present paper its 
main contours may be briefly presented. The general contention is 
that in many underdeveloped countries which are also overpopulated 
there is an amount of ‘surplus’ labour which does not contribute 
anything to production, especially in the agricultural sector. Yet its 
consumption continues; this consumption can be looked upon as a 
disguised savings fund. This surplus labour could be drawn off with- 
out entailing a fall in output and could be engaged in activities of 
capital construction. The total output being the same these newly 
employed workers would continue to consume at work-sites what they 
consumed at home before. The society would have in this manner a 
net addition to its capital stock without sacrificing present consump- 
tion. ‘In one sense the countries which have surplus labour have 
therefore an advantage over those countries which have not. For the 
latter countries cannot increase their capital formation without with- 
drawing labour from producing consumer goods, whereas the countries 
which have surplus labour can increase capital formation at zero cost 
in other goods.” ! This paper tries to define the character and types 
of surplus labour, to focus attention on certain aspects of the issue 
which when neglected give an exaggerated picture and to discuss some 
implications of alternative methods of mobilizing whatever surplus 
labour there is. 


II 


It seems that something could still be gained by grappling 
with definitions. More particularly the phenomenon of ‘ disguised 
unemploymont ’ would require some further investigation. At the 
outset it is necessary to remember that ‘ disguised unemployment’ 
has been already clearly distinguished from ‘ seasonal’ unemploy- 
ment and is also supposed to be different from merely low-paid 
employment which was the original meaning given to the phrase by 
Mrs. Robinson®, These two, therefore, need not engage our attention 
for the present. Disguised unemployment then appears to be of two 


types. 


* I am grateful to Prof. Alvin Hansen who has gone over the first draft of this 
paper. I am indebted to Dr. D. T. Lakdavala, Prof. M. L. Dantwala, Dr. M. B. Desai 
and Dr. P. R. Brahmanand for their encouragement and criticisms. 


1 W. A. Lewis, The Theory of Economic Growth, p. 218. 
® Essays in the Theory of Employment. 
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(1) As population grows it is usually accompanied by organiza- 
tional changes in the agricultural sector’. These changes are of 
two types. First, the unit size of cultivation grows smaller with 
sub-division. Second, sub-division is usually accompanied by scatter- 
ing of plots, i.e. fragmentation. 


Both these types result in greater absorption of labour. As the 
size grows smaller the scope for division of labour becomes restricted 
and thus a wastage of labour is involved. Fragmentation makes 
additional demands on labour time for trips as between fragments. 
These organizational changes may be properly described as ‘ work- 
making ’ devices to use Nurkse’s phrase‘, 


Given the prevailing deterioration in the forms of organisation this 
labour is strictly necessary for production. As such, its present mar- 
ginal product is always positive. It is only after some reorganization 
in the direction of optimal units of cultivation has been carried out 
that its marginal product® is rendered zero and it becomes a surplus. 
The fact to be noted here is that labour used in work-making activities 
can be released for other work only after an agrarian reorganization. 


But this ‘surplus’ labour engaged in work-making activities is 
not a net surplus. It is known that the irrational and wasteful forms 
of oranization that exist in backward agriculture are land-wasting in 
addition to being labour-wasting. Land is wasted not only under 
field-boundaries but excessive fragmentation sometimes leads to total 
neglect of land. If would, therefore, be reasonable to suppose that 
reorganization of agriculture would make available some new land 
previously uncultivated and this would absorb part of labour that was 
formerly wasted. Thus that part of labour will not be available for 
works of capital construction. 


(2) But this is not the only consequence of a growth in population. 
The process of sub-division and fragmentation does not go on either 
infinitely or proportionately with the rise in population. Small hold- 
ings make precarious economic propositions and the familiar process of 
indebtedness and alienation of land would set in fixing thus an upper 
limit. This means that all the rise in population would not be absorbed 
in ‘work-making’ operations. On the one hand the ranks of landless 


3’ This is not inevitable. Certain institutional factors, notably the laws of 
inheritance and succession would govern their occurrence. 

4 R. Nurkse, “‘ Reflections on India’s Development Plan,” Q.J.E., May 1957. 

5 One might question here the propriety of describing obviously idle time as 
‘work with zero marginal product.’ Yet such terms are retained here because 
though not very precise they have been nonetheless extensively used. 
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labourers would grow (thus showing a component of ‘ open’ or ‘ visible’ 
unemployment) and on the other too many people would still remain 
on the farm with some idle time. What happens to those who are on 
the farms? Some of them might remain completely idle or more 
probably they might share work among themselves. Thus, to use 
Nurkse’s phrase once again, ‘ work-sharing’ activity comes into being. 
It does not matter whether the sharing is on a time-basis or simply 
more workers do the same job. What is apparent is that less effort 
has to be put forth by each (assuming that each is capable of more). 
Thus there is a surplus. 


How does ‘ work-sharing’ differ from ‘ work-making’? In work- 
sharing the marginal product of some labour is already zero. No special 
efforts are necessary to make it zero. This means no reorganization of the 
agrarian structure is necessary to release this labour. As we have earlier 
seen, labour used in work-making devices waits upon a prior reorganiza- 
tion for its release and mobilization. In the literature on this subject a 
re-organization is generally thought to be necessary in every case for 
releasing surplus labour. It would seem that this is really not so.® 


Further, an important difference is that the drawing off of labour 
when there is work-making does not make additional work on 


anybody’s part necessary. But in the case of work-sharing this 
would mean that people have to work harder than before. This fact 
is important for our further analysis. 


III. 


So much about defining the concepts and their implications. 
Now we have to look more closely into the nature of this work-sharing 
activity and the rest of the discussion in this section and the following 
is mainly concerned with this aspect of the problem. More particularly 
we have to see whether sharing of work would be purely the result 
of there being too many persons in the family so that sharing the 
work is obviously more convenient for each or whether it is also a 
necessity. It is argued here that a part at least of the work-sharing 
activity arised from necessity. 


In saying that there is an abundance of surplus labour some- 
thing like a ‘fallacy of four terms’ is involved, and the use of the word 
‘labour’ is responsible for it. ‘Labour’ sometimes’in our minds is 


* In fact, work-sharing under-employment is more visible. Work-making 
operations would be the proper sphere of disguised unemployment. However, we 
stick to the terminology in vogue. 
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equated with ‘populatation’ which is really only one of its deter- 
minants. What we are really interested in is ‘labour’ in the 
sense of ‘labour-power’ and physical (or mental) energy used in work. 
There may be abundance of ‘labour’ in underdeveloped countries 
only in the first sense, not necessarily in the second. It only means 
that the number of ‘labourers’ or those who are prepared to work is 
too large. But to say this is nothing but a tautology since our terms 
of reference usually include only the over-populated countries. The 
crucial question is not whether there is surplus population but whether 
there is any surplus ‘ labour’ to use the word in its technical sense—or 
in the ultimate analysis physical energy for productive activity. It 
will be rea lily seen that this in fact is the source of all accumulation 
and not su~plus population as such. An amount of confusion is un- 
avoidable if we implicitly assume an infinite elasticity of substitution 
between the terms ‘ population’ and ‘labour’. 


This is because the capacity of the total population for work 
would be determined by its levels of consumption-- especially food and 
other minimal requirements such as clothing and shelter to keep a 
person in reasonably good health and fit for work for a normal numb- 
er of hours per day. Ifthe minimum necessary consumption levels 
do not fall with a rise in population there would really be a sizable 
surplus of labour.’ But the situation in a backward economy, in so far 
as it is characterized by over-population does simply mean that the 
available quantity of goods, especially of food, is very thinly distribu- 
ted over a large number of people with obvious consequences for 
health and work-efftziency. This would make it sufftziently clear 
that a large size of population would not under all circumstances 
indicate a large amount of labour. If this is accepted it is at least 
certain that the amount of the hypothetical disguised unemployment 
would have to shrink to a size smaller than the usually indicated 
magnitudes. 


It is sometimes claimed that in this matter of capital ac- 
cumulation the underdeveloped countries have a certain ‘advantage’ 
over the advanced countries. But if the above qualification is not 
introduced we land ourselves in an absurdity —the larger the popu- 
lation the greater the advantage. Then the Malthusian Ghost holds 
no terror at all! 


? And in this way even among the backward countries differences in per capita 
consumption would give different proportions of labour surpluses. 


8 See Wilbert Moore, Industrialization and labour, for a discussion of the rela- 
tion between consumption and efficiency, p. 108. 
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In a country where the national output is not keeping pace 
with the growth of population the standards of health and efficiency 
—in so far as they are a function of consumption levels—will, beyond 
a particular point, begin to fall. If at the beginning of the process 
the consumption standards are very high and when all that amount 
of consumption is not strictly necessary for normal work-efficiency a 
growth in population will result in labour surpluses. This might 
happen in a very rich country if we could visualize increasing 
population with static output. In a backward economy where 
consumption standards are low and have been for generations low, 
the theory loses much of its force. In fact it appears that an 
unqualified statement of the theory would fit more closely the case of 
a relatively richer economy than a poorer one. 


Again, the matter of health and efficiency is not purely a function 
of consumption. In backward countries the other factor which 
aggravates the situation is the level of living. We have here in 
mind the educational and general cultural backwardness of the 
populations of these countries—especially their ignorance of the rules 
of health and sanitation. This will also have to be kept in mind in 
considering the total picture of a backward economy. 


IV 


In support of the above observations an attempt is made below 
to bring together some broad and very general considerations pertain- 
ing to the situation in India.*® 


That the growth of population in low-consumption countries will 
not be accompanied by a proportionate rise in the total labour force 
will be evident from a quotation from D. Ghosh who says, “............ 
compared with England we have a lower proportion of persons in the 
working age-group. In India males in ages 15 to 60 were 57% of the 
total population as compared to 68% in England and Wales. If the 
working age in England is extended to 65, which is a reasonable thing 


to do, the percentage would go up to 68.,’’?° 


The growth of population unmatched by growth of output has a 
definite effect on the quality of average consumption as well as its quan- 
tity in the sense that superior types of foods with essential vitamin 





* Admittedly this material is not entirely satisfactory for want of accurate, 
up-to-date and comprehensive studies. Yet it is believed that even as it stands it 
will give some indication of the problems involved. 
1° D. Ghosh, Pressure of Population and Economic Efficiency in India, 1946. 
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contents aud foods of a protective character are the first to be sacri- 
ficed. The process of production would gradually turn from mixed to 
arable farming—from milk, vegetable and fruit to cereal cultivation ; 
then from superior cereals such as wheat to inferior ones, such as 
jowar and bajra. Between 1910 and 1939 the production of barley 
and jowar in India increased by more than 50 and 100 per cent respec- 
tively while that of rice rose by less than 5 per cent and that of wheat 
fell by nearly 3 per cent." 


Turning our attention to quantity the following picture will be 
found to be significant. Aykroyd gives four types of diets conforming 
to American food habits—(1) emergency restricted diet, (2) adequate 
diet at minimum cost (3) adequate diet at moderate cost and (4) a 
liberal diet. The amounts of land per capita required to produce these 
various diets are believed to be, No. 1—1-2 acres, No. 2—1-8 acres, 
No, 3—2-3 acres, No. 4—3-1 acres.'? In India the actually sown 
land available per capita is 0-97 acres. The food requirements in 
America, of course, would be higher than in India but it should also 
be noted that the efficiency of American farms is much superior to 
Indian farms. Thus it will appear that the per capita availability of 
land is barely sufficient to keep the population on the ‘emergency 
restricted diet’ which is defined as a “diet consisting largely of 
cereals and was designed to tide very poor and destitute people over 
a comparatively short period of privation.”* It is not surprising 
that Megaw’s survey of rural life in 1934 disclosed that 20 per cent 
of the population was badly nourished and anotber 41 per cent was 
poorly nourished, while only 39 per cent got sufficient food.'# 


Nutrition and health in India have evoked studies and comments 
from many authorities and there is a good amount of literature which 
depicts the serious situation in these respects. The high mortality 
rates are only one indication but observers have noted “ an alarming 
sign of physical deterioration due to undernourishment and other 
causes which does not affect the mortality rate and yet gives rise to a 
state of chronic ill-health of the people.”** Statistics of diseases and 
deformities, though admittedly far from perfect (and in many cases 
underestimates), do indicate the magnitude of the problem."* They 


13 Ibid. 

12 W. R. Aykroyd, Human Nutrition and Diet, 1937. 

13 Ibid. 

14 Sir John Megaw in Social Service in India, edited by Blunt. 

18 N. Gangulee, Health and Nutrition in India, 19388, p. 113. 

1 See e.g. Report of the Health Survey and Development Committee, Vol. 1 
Survcy 1946 (Govt, of India), ? : 
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also show a rising trend with the increase in population.'"7 Some brief 
references would s’iffice for the purpose of our argument. “‘ Careful 
inquiries have shown that the Indian farmer loses a month each year 
through attacks of malaria, and that at least a quarter of the rural 
population works throughout the year in a state of fever.'® 
The Royal Commission on Agriculture speaking about the United 
Provinces in 1928 put down the loss of agricultural efficiency due to 
low vitality and disease at 50 per cent. The Commission were so 
struck with the dimensions of the problem that they quoted w:th 
approval the Medical Research Workers Conference as saying that 
the percentage loss of efficiency of the average person in India from 
“‘ preventible disease and malnutrition is not less than 20 per cent’’?® 
and that “the greatest cause of poverty and financial stringency in 
India is loss of efficiency resulting from preventable disease.”’?° 


The implication is clear—what India, according to these authorities, 
suffers from is a labour-shortage and not a labour-surplus. 


We do not know the basis of these calculations and their validity 
may be open to question. But the truth is not entirely on the side of 
‘su’plus’ labour. A lesson for us here is that marginal product to 
labour, over a wide range cannot be, prima facie, taken to be zero. 
What may be happening is that everyone’s work-capacity being low 
the available amount of work is likely to be shared. Observations on 
the efficiency of even the industrial worker in India confirm this con- 
clusion.24 Leibenstein has shown that at a high wage the marginal 
product of labour may reach zero, but at very low rates (i.e. low con- 
sumption) it may be a positive quantity.22 The consequence of this 
proposition for the theory of the saving potential is that a removal of 
labour would result in a fall in output, or alternatively, those who 
remain on the farms would not be capable of working harder unless 
their consumption levels increase. This restricts the possibility of a 


17 C. B. Mamoria, “* Quality of Population in India,” in Indian Journal of Social 
Work, June , 1958. 

18 Josue de Castro, Geography of Hunger. 

19 Report of the Royal Commission on Agriculture, Govt. of India, 1928, pp- 
481-82. 

20 Ibid. 

1 —D. H. Buchanan Development of Capitalistic Enterprise in India, New York, 
1934, p. 361. 

See also Shiva Rao, The Industrial Worker in India, London, 1939, p. 70. 

%2 Harvey Leibenstein, in Journal of Political Economy, June, 1957, reprinted in 
* Economic Backwardness and Economic Growth,” 1957. 

Leibenstein uses this point to say that the “ allegedly observed manpower 
surpluses do not really exist.” If true it can only refer to work-sharing activities. 
But the disguised unemployment in work-making activity would still contain some 
amount of surplus labour as we have shown. (Incidentally, this illustrates the 
necessity of making distinctions of the type we have made in the beginning). 
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large ‘ disguised saving potential.’ Also, attempts to restrict the 
consumption of the farmers to the original level through collectives 
etc., would result in undesirable consequences. 


v 


We may now look at the whole question of disguised unemploy- 
ment from two other angles. 


(1) We have indicated in the beginning that the growth of 
population is commonly accompanied by work-making and work- 
sharing activities. But we have implicitly assumed a constant level of 
capital-intensity. This is an obviously untenable assumption. It 
would be more reasonable to suppose that the level of capital-inten- 
sity would fall—bullocks may not be replaced, a well may fall into 
disrepair. Thus at least a part of the rising population would be 
absorbed in activities of greater labour-intensity. This would result 
in low productivity (due to low capitalization). How far are we sure 
that the limits of this kind of substitution have been reached? May 
it not be, then, that partly at least people would be engaged in acti- 
vities of low productivity rather than no activity at all? %% 


This has an important bearing on the degree of agrarian reorga- 
nization that we visualize. If real labour surpluses are small any 
sizable withdrawal of labour for non-agricultural work would neces- 
sitate not merely organizational changes relating to the size of the 
farms but changes of a more fundamental character—involving 
technical changes of labour-saving type. 


(2) The distinction between ‘ disguised’ and ‘ seasonal’ unemploy- 
ment immediately raises the question of their relative importance. 
By all accounts it would be proper to suppose that the volume of 
‘seasonal’ as against ‘ disguised’ unemployment would be much larger. 
To give only one indication the casual agricultural labourers in India 
(who form 85% of all wage-paid agricultural labourers) remain totally 
unemployed for 90 days during the vear. (All-India average.)* The 
average for the cultivator may be less but it would appear 
that in most cases seasonal unemployment would be the single 
most important type of unemployment.*> Even if disguised unem- 


23 This would be ‘ disguised unemployment ’ in Mrs. Robinson’s sense. 

24 The Agricultural Labour Enquiry Vol. I Report on Intensive Survey of 
Agricultural Labour, Government of India, 1954. p. 42. 

#5 Mr. Gill expresses the opinion that it is the seasonal idleness pvima ily which 
has been put to use in capital const uction works in China, See K, S, Gill, in 
Economic Weekly, Special Number, July, 1958, 
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ployment is removed the vast quantity of seasonal unemployment 
would still continue to remain. In these circumstances it is difficult 
to understand why only ‘disguised unemployment’ should be singled 
out for special consideration. 


Furthermore, no reorganization of the agrarian structure is neces- 
sary to release it, since it is obviously ‘ visible’. 


The sum-total of these various considerations should be sum- 
marised. There is real unemployment disguised under work-making 
activities (though this also is likely to be exaggerated if we neglect 
availability of new land after reorganization). This cannot be said with 
equal force about work-sharing activities due to the above reasons. 
A neglect of consumption—productivity relation can lead one to 
exaggerate the quantum of underemployment and this should be 
guarded against. Further, it is believed that seasonal unemployment 
perhaps gives a larger volume of idle man-power than disguised un- 
employment proper. It has also been shown that in respect of work- 
sharing and seasonal unemployment, both being more or less visible, 
no reorganization of the agrarian structure is called for in order to 
‘release’ the under-employed labour. Even within the present struc- 
ture the labour can be mobilized for certain types of activities. The 
question whether a reorganization of the agrarian structure would 
also facilitate their ‘ utilization’ is taken up in the next section. 


VI 


Methods of mobilizing the surplus labour fall into two categories— 
one that relies on unpaid labour and the other which uses wage pay- 
ment for work done. First we take up for a brief consideration un-paid 
labour. Un-paid labour can be compulsory but we are here concerned 
with voluntary labour. This can be considered separately under two 
assumptions—(1) The prevailing agrarian set-up (especially small 
family farms and fragmentation) continues; (2) Reorganization, par- 
ticularly on a co-operative farming basis, is carried out. 


In the first case there is an obvious disadvantage—labour misused 
in work-making activities is not available for work. 


Voluntary action is supposed to have serious limitations under 
the prevailing set-up. 


As against this in the second case there is more labour available. 
And the view has been put forth regarding the utilization of this labour 
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that voluntary action will be more extensive. The reasoning is that 
many improvements which benefit the community at large (such as 
irrigation, afforestation etc.) are uneconomic propositions for the small 
family farmer. Thus the action has to be on a community basis. 
Further, the fruits of these improvements will be reaped by only some 
participants under peasant farming, whereas on a co-operative farm they 
will lead to an improvement in everyone’ s economic position in proportion 
to his labour (work days). Thus co-operative farming is claimed to 
be more effective in eliciting voluntary action through a more even 
distribution of the fruits of labour.” 


The idea of farming co-operatives raises so many and so difficult 
questions that its advocacy as a measure for the utilization of surplus 
man-power is bound to be received with caution—especially in coun- 
tries wedded to democratic voluntary actions. It does involve a 
considerable upsetting of the social structure and even with the use of 
compulsions it may or may not succeed. Even its advantage in 
respect of utilization of surplus labour is largely theoretical, because 
the above type of reasoning assumes that people work more on 
common farms than on their individual holdings whereas experience 
shows contrary results. 


Contribution of voluntary labour also presupposes that the work 
force must be engaged in activities of capital-building not far away 
from their homes (and preferably not benefittiny others than them- 
selves.) At the same time only particular types of social or economic 
capital could be built with their aid. Thus the pattern of iuvestment 
as well as its location would have to be adjusted to the availability of 
labour in particular areas rather than being based on general economic 
considerations. 


Even apart from these difficulties the mobilization of unpaid 
voluntary labour depends on many other favourable social and psycho- 
logical factors that there would always be limitations to its use. Let 
us therefore look at the alternative method. 


VII 


This is the simplest and most straight-forward method—Govern- 
ment starts capital projects by employing paid labour through infla- 
tionary finance. This labour would come from the rural areas and if 


%* The Patil Report seems to base its case for co-operativization on mainly 
this point. See “ The of the Indian Delegation to China on Agrarian 
Co-operatives,” Govt. of India, 1957. 
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it is not already adding anything to the output there is no social cost 
entailed in transferring them from the rural scene.?” This is the 
scheme as outlined by W. A. Lewis.?® 


Inflationary finance is not supposed to be dangerous since, 


(1) Inflation which results in capital construction would be self- 
destructive as soon as new output comes on the market. 


(2) In addition care could be taken to see that the capital pro- 
jects are of a quick-maturing type. 


(3) Even with inflation there would still be some savings. 
Failing these there would be controls and fiscal measures to bring 
about savings. Therefore there is no harm in creating capital through 
the creation of money. 


The advantages of this method as compared to the former should 
also be noted. There are no limitations to the use of surplus man- 
power as in the case of unpaid voluntary labour. Further this method 
leaves greater choice in the selection of capital construction projects 
and their geographical location. 


Possibly, the reorganization of agriculture is left to itself in the 
belief that it will follow in the wake of changes in the wage-price 
structure—though one need not preclude the possibility of simultane- 
osu action on both fronts. Thus according to this method we need not 
start with reorganization and can thus escape all the tricky problems 
connected with it. This may be true to an extent but we must note 
two things in this connection. First, agricultural policies will have to 
be geared to fit into this picture—such as action to reduce institutional 
rigidities (fragmentation etc.) Secondly the type of agricultural orga- 
nization that will result, will not be particularly relished by those 
whose definition of socialism involves nothing less than co-operative 
cultivation of land. 


We do not go into an extensive examination of this alternative 
but tentatively invite attention to two factors which affect the market- 
ed supplies from rural areas to the construction sites. This can be best 
explained in the context of the theory of the Consumption Multiplier.?® 


*? Thus inflation in this case does not amount to a ‘ forced saving’ but only a 
‘forced redistribution of consumption.’ 

28 W. A. Lewis, The Theory of Economic Growth. Also ‘* Eoonomic Develop- 
ment with Unlimited Supplies of Labour ’’ and ‘* Unlimited Labour : Further Notes,” 
the Manchester School, May 1954 and January, 1958. 

2° C, N. Vakil and P. R. Brahmanand, Planning for an Expanding Economy, 
p- 268. 
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The idea is as follows. Some surplus workers are being maintain- 
ed on the farms without adding anything to the output. But when 
a worker is drawn off from the farm and employed in construction work 
his real wage has to be usually larger. Thus there is a difference (g) 
between the amount of wage-goods required for employing one worker 
(W) and his present consumption of wage-goods (d). So long as this 
is so not a single worker can be employed. The situation can be 
remedied by procuring supplementary funds. Suppose that g = }. 
If we procure 20W we can employ 20 workers. Their total amount of 
d would come to 10W and would enable employment of 10 more 
workers. ‘These ten in their turn would make possible a further em- 
ployment of 5... and soon. Thus in all 40 could be employed with 
an initial investment of 20. The multiplier in this case is two. This 
is formulated as— ; 


M = 


! 
g 


But it is feared that the whole of the consumption released will not 
come to the market. The agricultural workers who are now left on the 
farm might increase their consumption because already their consump- 
tion levels are low. In so far as this happens the value of the 
multiplier would be reduced. The above formula can then be amended 
as follows: 

1 


~ g +(d x mpe) 





M 


—where mpc refers to the marginal 
propensity for self-consumption. 


We do not quarrel with the theoretical validity of this formula- 
tion. Our only purpose is to show that d x mpc will be quite a large 
quantity thus making the value of the multiplier in actual practice 
quite negligible. This criticism flows from the consideration raised in 
the earlier part of this paper. If surplus labourers are removed, in 
part people have to work harder. Therefore the privilege of increase 
in consumption cannot be accorded exclusively to the construction 
labourer; it must be extended also to the agricultural worker who is 
more fully employed now. It is only in this manner that the present 
output in the agricultural sector could be maintained. True, an 
allowance is made for what is called ‘ Self consumption’, but it has to 
be clearly realized that farmers will not increase their self-consumption 
purely for the fun of it, but that this self-consumption, perhaps of a 
much larger quantity, would be strictly indispensable for supporting 
the farm output. 
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Further, in the above formulation of the Consumption Multiplier 
‘d’ denotes the ‘ average consumption of the disguised unemployed’. 
There is an obvious objection to such a procedure. 


It must be noted that the method of mobilizing surplus labour 
through wage-payments really works and exerts its influence through 
the price-mechanism and cannot be selective in the sense in which the 
first method can. That method, acts directly on the disguised unem- 
ployed workers in the family farms. But price mechanism affects the 
whole economy and may not in fact draw out the disguised unemployed 
at least in the first instance. Wilbert Moore writes “ It is among 
the landless, the hungry, the politically powerless and the socially dis- 
affected that the first industrial recruits are likely to be found”’.®® 
Experience in India has so far confirmed this observation, in so far as 
it is the landless agricultural labourers, depressed classes and the 
aboriginals who have reacted overwhelmingly to the call of the factory 
or the mine. Buchanan*! mentions a number of instances and says, 
“* As in most industrial countries, it has been the lowest and the most 
unfortunate class of the people who have provided labour for the 
Indian factories the majority are from the labouring castes and 
landless”. Recent studies by Dandekar*? support this conclusion. 
This amounts to saying that the wage-goods released will not be the 
‘average consumption of the disguised unemployed’ but of the lowest 
consumption classes.** 


It is thus apparent that there are more snags in the working of 
the multiplier than Professors Vakil and Brahmanand visualize.** It is 
not quite certain that marketed surpluses will flow automatically to a 
sizable extent. This only points to the conclusion that emphasis on 
wage-goods cannot be by-passed in the process of industrialization. 


3° Wilbert Moore, Industrialization and Labour, p. 307. 

31 D. H. Buchanan, Development of Capitalist Enterprise in India, 1934. 

32 V. M. Dandekar, Use of Food Surpluses for Economic Development, The Gokhale 
Institute of Politics and Economics, Poona, 1957. 

33 What amount and what types of consumption some of these classes actually 
enjoy can be seen from descriptions such as these—‘t These people eat all sorts of 
meat including rats.”” (Buchanan, op. cit). ‘* The more adventurous go in search of 
honey ; others shin up trees to get nests of red ants to be made into a tasty chutney 
or to be used as febrifuge. Children ..hunt field mice and little birds...” ‘“* The 
game laws and the gradual extermination of the larger animals have driven them to 
depend for meat on hares, squirrels and bats. The Baigas distinguish twenty-one 
varieties of rats... The flesh of the monkey is eagerly taken by the starving people.” 
And they eat “‘ savoury titbits ” such as “ roasted crabs or prawn and fried frogs’ 
legs.” (Verrier Elwin: The Aboriginals). 

% The revised version of the ‘Consumption-Income Multiplier’ which Dr. 
Brahmananda has been using after the publication of the ‘ Planning for an 
Expanding Economy ’ is, however, free from many of the criticisms that could be 
levelled against the earlier version. 
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VIII 


We may briefly recapitualate the contents of this paper as follows. 
Two kinds of disguised unemployment exist and their implications for 
practical policies differ. Disguised unemployment in both these types 
is usually exaggerated. It is then contended that sharing of work 
may in fact be partly a necessity in so far as a relation subsists bet- 
ween consumption and productivity. We have given some Indian 
data in support of this. Then we have pointed out that seasonal 
unemployment offers perhaps a greater reserve of labour than disguised 
unemployment. Finally we have outlined the essential features of 
alternative methods of mobilizing whatever surplus labour there is. 
In doing this we have merely tried to spell out the implications of the 
programmes and bring out their distinctive features. They need to 
be further explored for arriving at any worthwhile conclusions, 


Bombay S. H. DEsHPANDE 
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Some Aspects of Economic Advancement of Underdeveloped Economies. 
By Dr. A. N. AGarwata. (Kitab Mahal, 1958. pp. iv + 124). 


Problems and Processes of Economic Planning in Underdeveloped Economies 
By H. C. Gupta. (Kitab Mahal, 1958. pp. 228). 


Dr. AGARWALA’s book, as he admits, is a collection of seven papers 
which are logically unconnected but still centre round the problem of 
economic development. The various papers deal with problems of 
Acceleration of Economic Development, Cottage Industries and 
Problem of Choosing Techniques of Production, Deficit Financing, 
Life Insurance behaviour in Underdeveloped Countries, Economic 
Progress of Modern China, and its comparison with Economic Progress in 
India ; and Social Insurance System of Modern China and International 
Standards. 


The first paper, quite justifiably but in a very confused manner, 
puts forward a sound case for public sector and state intervention “ to 
deprive the price mechanism of its role of determining the quantity 
and nature of output ..’’ There is a general emphasis on investment in 
heavy industries, but the crucial role of agricultural output as a key 
determinant of investment rate is not sufficiently recognised. The 
author rightly stresses that there is more willingness rather than ability 
for econome development in underdeveloped countries and that often 
this inability is defended under the guise of democratic freedom. 


In the second paper, the author forgets the problem of time lag in 
production in his analysis and it appears that he undermines the role of 
cottage industries in the short run. Regarding deficit finance, in the 
third paper, the author takes a conservative view and deems it desirable 
to have deficit finance only as a last resort. 


The data given in the papers relating to China’s progress and its 
comparative study with India’s progress seem to be outdated in a 
publication appearing in 1958. But it clearly indicates that India’s 
progress, in general, is lagging behind that of China. The last paper on 
social insurance scheme in China is interesting and as the author rightly 
notes, “ It should , Shake the commonly-held belief that an under- 
developed country cannot afford to have a complete and comprehensive 
social insurance scheme ; 
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In general, it can be said that the author would like to change the 
values of a democratic country, rather than suggest some novel practi- 
cable remedies in the existing framework of a democratic society. 
Perhaps, a plan on his lines will lead us into totalitarian type of planning 
where State acquires the supreme role in every decision. Finally, the 
book lays down laudable objectives but clearly lacks in analysis and 
methods to realise these objectives. 


Prof. Gupta’s book deals mainly with economic problems of plan- 
ning in India and offers some provoking criticisms of the first two plans. 
The author starts with a chapter on “‘ Meaning and Growth of the Idea 
of Planning”’ and in the next chapter finds that planless capitalism is not 
‘“* a workable proposition for the development of the backward econo- 
mies ..”” To avoid “ the paradox of poverty in the midst of plenty, 
the contradiction of mass unemployment in the face of acute shortages,” 
it is desirable to have economic planning. 


Due to the existence of subsistence sector, basic deficiency of the 
market, lack of basic facilities, dishaertening effects of traditional values 
ete., the problem of economic development is more serious for these 
countries. The problem is to mobilise the concealed savings potential 
existing in the form of surplus labor on farms. It also means gradual 
transformation from a lower technique to a higher technique of produc- 
tion and subsequent increase in per capita productivity. Since foreign 
aid is not coming forth in adequate amount, at the proper time and with- 
out any strings, the author feels that underdeveloped countries will have 
to rely mainly on internal resources only. The author’s modest claim 
that he has visualised a special theory of economic growth appears to have 
been overdone ; anything can be proved by convenient choice of hypo- 
thetical figures. At the same time, there is no novel idea in the conclu- 
sion that more than one technique may be found desirable in certain 
type of industries. 


The chapters on planning in India are intended both as summary and 
evaluation of our attempts at planning. The author feels it rightly 
that success of the First Five Year Plan was more due to nature’s grace 
rather than our efforts. In the Second Five Year Plan he finds con- 
fusion regarding choice of techniques and physical planning, and notes 
the conspicuous absence of a well-defined pricing policy. | 


For successful planning the author correctly draws attention to the 
central problem of agricultural reorganization. It involves effective 
land reforms, development of co-operatives, economic and financial — 
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reforms and technical changes. It is clearly envisaged that only through 
such reorganisation can we have a higher rate of development. 


The book, as observed by Prof. J. K. Mehta, in his Foreword, 
contains no novel ideas but is an attempt at understanding our own 
problems. And for that reason, all such attempts with all their limi- 
tations, are highly welcome. 


Bombay S. A. Dave 


The Constitutional Development of India: 1987-47. By Amiya 
CuaTTeRJI. (Calcutta: Firma K. L. Mukhopadhyay). 


Tue book under review which is based on the thesis submitted by the 
author in 1956, deals with the important events culiminating in the 
passing of the Indian Independence Act of 1947. The period of the study 
though brief was full of events. It was a period of deadlock rather than 
of development. There was no constitutional development excepting 
the suspending of constitutional government during War-time. It was 
indeed a ‘crucial’ period during which several efforts were made to 
resolve the political deadlock in India. The author deals with the var- 
ious stages, such as the deadlock created by the resignation of the Con- 
gress Ministries, the British Missions and Plans,the national movement, 
the threat of balkanisation, the partition and Independence. However, 
the author seems to have relied more on constitutional documents than 
on political events, the direct significance of which is not fully brought 
out. The deadlock in India was essentially a political one ; and events 
like the I.N.A., the Revolt of the Bombay Naval Ratings and the 
Quit India Movement helped the British leaders to come to a speedy 
decision on the Indian problem. The Act of 1947 was not a ‘ constitu- 
tional’ development but only a graceful gesture of recognising 
Indian Independence. As the author herself points out, the British 
Government relinquished its powers only when it became no longer 
possible for it to hold them. The book does not clearly bring out the 
inevitable interdependence of the Indian National Movement and its 
constitutional evolution. Written in asimple and lucid style, the book is 
a useful addition to the political and constitutional history of India of 
this decade. 


Bombay C. M. Ku.xarni 
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Report on the Administrative Survey of the Surat District. By N. B. Desat. 
(Bombay: The Indian Society of Agricultural Economics, 1958. 
Rs. 12/-). 


THE present work is an inquiry into the working of government depart- 
ments and institutions concerned with rural development in the Surat 
District of the Bombay State. The work was undertaken by the 
Indian Society of Agricultural Economics in 1955 and the study was 
restricted to two talukas viz. Navsari and Chikli. 


On the descriptive side, the volume is useful. There is a brief 
historical account of district administration since the days of the 
Moghuls. The survey acquaints us with the procedures and practices 
followed in revenue offices from the Collector’s Office down to the village 
unit. The findings of the survey however are familiar to most students 
of administration. After 156 pages the reader comes to this sentence: 
“* As an overall generalization it may be said that the administrative 
machinery at the district level leaves much to be described.’’ We are 
told that the officials lack initiative and a sense of enquiry; that they 
do not take any intelligent interest in the development programmes and 
that there is exasperating delay in the disposal of cases. What are the 
recommendations which the author makes? (1) Offgcials must acquire 
a new outlook if the welfare work of the government is to have any 
meaning. (2) There must be greater elasticity in administration. 
(3) There must be greater contact with the people. (4) Simplification of 
rules. (5) Provision of financial and non-financial incentives to the sub- 
ordinate services in district administration to tone up their morale. 
One feels that such a study does not take one veryfar. On page 159 we 
read ‘‘ We do not suggest any radical change in the organization of the 
district administration which has stood the test of decades.” If the 
book, does not tell us anything ‘ new’ it is quite possible that this 
defect is due to the very nature of the field of inquiry. 


The presentation of this book leaves much to be desired. It would 
have been very useful if the sources had been indicated in footnotes, 
particularly in the historical portion. The bibliography is made up 
rather carelessly. 


Bombay 
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Business Cycles and Economic Policy. By E. LunpsBerc. (London: 
George Allen & Unwin Ltd., 1957. Pp. 337). 


Tuts is an English translation of the Swedish book which was the out- 
come of a research project, the purpose of which was to “ study and 
analyse the functioning of economic regulations and controls in Sweden 
after 1945.” This is an ambitious study covering the various aspects of 
economic policy. Physicalcontrols and regulations, general monetary 
and fiscal measures have all been compared and contrasted, in respect of 
their theoretical foundations, their viability in practice and their ability 
to achieve desired results. The book deals mainly with problems result- 
ing from a combination of full-employment and inflationary pressures. 


Before entering into a discussion of the means of economic policy 
leading to the achievement of economic stability, Lundberg gives a brief 
account of business cycles observed in Sweden during the period 1918- 
1954 (Chapters I-III), as also the Economic Policy Debate of the 
Inter-war period (Chapter V). Swedish monetary policy since 1945, 
the possibilities of fiscal policy, wages under full-employment, the post- 
war policy of regulation and the functioning of price control, are analysed 
in detail in Chapters VI to XI. Economic policy and its relation to the 
functioning of the price system forms the subject matter of the last 
chapter. 


Lundberg believes that much more knowledge about the working 
of the economic processes and the effects on general economic efficiency 
is required for the effective administration of controls and other dis- 
criminative measures ,than for the administration of general monetary or 
fiscal measures. The measures of state intervention are based on the 
static relations which are supposed to exist in a state of equilibrium. 
If these relations are rejected as suitable criteria then the interventions 
will become very arbitrary. 


The author has tried to focus attention on the “ distortions ” 
introduced by regulative measures and the conditions which “‘ distort 
the distortions’. The longer the period during which the regulative 
measures are in force, the greater the resultant distortions. Controls 
have a tendency to neglect the indirect repurcussions. Even in a regu- 
lated economy market reactions are present and the indirect effects 
of regulative measures are transmitted to price, profits and costs. But 
the manner in which the price system works is uncertain. Economic 
policy thus faces a dilemma. The effects of alternative policy measures 
can be assessed only with the help of an effective price system. But the 
regulative measures, on the other hand, determine the effectiveness of 
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the price system. Lundberg’s solution to this dilemma lies in creating 
conditions which allow a satisfactory working of a free price system, 
He believes that general methods in the form of monetary policy sup- 
plemented by fiscal measures will create the necessary conditions and 
also achieve stability in the value ofmoney. This may necessitate some 
sacrifice in the ‘‘ degree of full employment ”which is achieved. 


The author gives a prominent place to monetary policy as a means 
of achieving the aims of economic policy. Stabilization of the value of 
money in the hands of the consumers was declared to he the aim of 
economic policy in Sweden in the post-war years. This aim was first 
sought to be achieved by following a policy of low interest rates. In the 
later years the emphasis was more on control of liquidity coupled with a 
somewhat flexible interest rate. Lundberg believes that Keynes’ 
Treatise on Money throws more light on Swedish monetary problems 
than the General Theory. He suggests a synthesis between “ the 
quantity theory of money (in a modernised form), Keynes’ theory of the 
connection between the supply of money and interest rates and Wick- 
sell’s theory of the effects of interest rates on investment” (p. 160). 
This synthetic approach should form the basis of monetary policy. The 
recent revival of interest in monetary policy and central banking techni- 
ques lends strength to the perspective adopted in Lundberg’s analysis. 


The author recognises the opportunities which the different methods 
of fiscal policy afford for intervention at specific points in the economy. 
But the use of such discriminative measures is greatly hampered by our 
lack of adequate knowledge of the “‘ mechanism of reaction in economic 
life.’ Lundberg does not find “ any quite clear reason for prefering 
fiscal policy to monetary policy on the grounds that with the former, as 
is often said ‘one knows far more accurately what one is doing’ ” 
(p. 221). Exceptions to the general nature of policy may however be 
permitted in order to achieve social aims which conflict with the aims o 
business cycle policy. 


The important fact remains that economic policy cannot be said 
to be on secure foundations until we have much more information 
about its quantitative effects. Hence a good theory of the relationship 
between the ends and means of economic policy is all the more important 
to guide the study of the statistical data which have been increasingly 
available in recent years. 


The discussion of economic policy is conducted with reference to its 
two major aims viz. maintaining the value of money in the hands of 
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consumers and full-employment. But it covers a much wider field of 
problems. The relation between the different measures of economic 
policy and their effects on the Swedish economy has been made the start- 
ing point for a pointed analysis of the fundamental problems faced in the 
working of a complex economy of modern times. The argument revolves 
round numerous illuminating examples drawn from Swedish economic 
experience. This is in keeping with the Swedish tradition which is 
opposed to highly speculative theorising. 


The book deserves to be carefully studied by students of economic 
planning. Economic planning requires that the aims of economic 
policy be more ambitious than those involved in business cycle policy. 
If our knowledge of the mechanism of reaction is not adequate in the 
case of developed economies like Sweden as Lundberg has tried to show, 
it is still more inadequate in a developing economy like that of India. 
The responsibility that the planners have to bear is thus all the more 
greater. They will lighten their burdens if they take note of lessons 
contained in this admirable book which concludes with the following 
message : 


““The anonymity of the market, the automatic workings of the 
price system and the driving force of competition are means of achieving 
not only a rational use of productive resources and rapid economic 
progress but also a minute sub-division of economic decisions and a 
decentralisation of power such as we wish to have ina true democracy.” 
(p. 337). 


Bombay J.C. Rao 


Allocation in Space—Production, Transport and Industrial Location. 
By Louis Lereser. (Amsterdam: North Holland Publishing 
Company. 1958.) 


Economists have been concerned over a long time with the develop- 
ment of a general theory of location and space economy. General 
equilibrium theory as developed by Walras, Pareto and Wicksell and 
elaborated by Hicks, Mosak, Lange and Samuelson treats an economy 
in which all factors and producers, products and consumers are, in 
effect, located at one point. The location theorists like Weber, Hoover 
and Losch have approached the problem from the point of view of choice 
of location, while Koopmans, Samuelson and others have, by the 
introduction of linear programming techniques, broadened the tools 
of economic analysis by the explicit consideration of transportation. 
Lefeber’s book is an integration of all these theories and consists of a 
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generalization of the Walrasian general equilibrium theory when spatial 
separation of economic units is taken into account. 


The general problem tackled by Lefeber is as follows: There are r 
consumption locations, n production locations, m final goods produced 
from S transportable factors of production, and there are d consumers 
in all. The total amounts of the factors available at the different loca- 
tions are given. The production functions for the m goods at the n 
production centres (as well as that for the transportation service) 
are known. Transport costs between the various centres are known. 
It is also assumed that factor prices are proportional to their marginal 
productivities. (For utilization of factors abroad, transportation costs 
are taken into consideration). It is also assumed that each consumer 
has one utility relationship where satisfaction is a function of the goods 
consumed by him ; and that there exists a social welfare function which 
is a function of the satisfaction of the individual consumers. The 
problem is to determine the consumptions of the different commodities 
by the d consumers, the productions and distributions of the m com- 
modities at the places, the factor inputs taking place at each of the 
production centres, the market prices of the commodities, the factor 
rents etc. As in the Walrasian system, one of the commodities may 
be taken as numeraire. The problem is reduced to the maximization of 
the social welfare function subject to the constraints given by the data. 
If the constraints are formulated as equalities the method of Lagrangean 
multipliers can be used ; but if they are in the form of inequalities (a 
case which is more realistic as it makes allowance for the non-utilization 
of certain factors and goods) the method of linear or non-linear program- 
ming is used according as the maxim andis a linear or a non-linear func- 
tion of the variables. Lefeber has successfully performed the necessary 
mathematical gymnastics and provided the solution under some restric- 
tive assumptions. He has also relaxed some of these assumptions later. 


The proof of the pudding, it is often said, is in the eating. Is the 
above analysis susceptibie to empirical application for policy decisions ? 
Lefeber has given some numerical examples to illustrate his methods. 
But they give us an idea of the prohibitive complexity of the calculations 
that will be necessitated if the problem considered is of a reasonable 
magnitude as to admit meaningful practical conclusions. Again the 
basic data, including production functions, demand functions, have to be 
known in advance or estimated statistically. Lefeber has not given even 
a passing reference to the complex problems involved in the statistical 
estimation of spatial equilibrium models. Nor does he do full justice 
to the contribution of Leontief who developed the input-output techni- 
que for general equilibrium analysis, 
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Lefeber’s contribution is of great theoretical interest but its practical 
applicability is seriously limited. After all, mathematical programming 
can never be a substitute for commonsense, and heuristic considerations 
are often better than mathematical calculations in taking policy deci- 
sions. Many investment decisions are taken by non-economic considera- 
tions. Whether to build a plant at A or B is a question that often has a 
decisive local political impact. 


Lefeber’s book is full of mathematical jugglery, but there is no 
doubt that even the non-mathematical readers will find it interesting 
inasmuch as the non-mathematical portions contain the core of his 
work. It contains an exhaustive treatment of spatial general equili- 
brium analysis. 


Bombay G. S. MADDALA 


Economic Aspects of the Indian Constitution. By B. R. Misra. (Bom- 
bay : Orient Longmans, 1958. pp. 140). 


Tue Constitution of India contains several chapters of economic import. 
A detailed discussion of these would lead anyone to questions of non- 
economic nature, and particularly with the fields of ethics and law. If 
these questions are set aside, any study of the economic aspects of the 
Constitution would be limited to a description of the distribution of the 
financial and functional powers between the Centre and the States, the 
financial administration and control and the section on inter-state trade 
and commerce. This purpose is well served by the book under review. 


Dr. Misra devotes much space to the Finance Commission and the 
Comptroller and Auditor-General of India. A critical analysis of their 
functions and their present position would have been of use to students 
of finance and financial administration. 


Diligent students may skip this book if they have already read 
Dr. Misra’s book on Indian Federal Finance. Both the books have 
little to say on the changing trends or the need for a change to the 
distribution of functions between the Centre and the States in India. 


Bombay K. SuBRAMANYAM 
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Food Administration in Punjab and U.P. By P. K. MuKHERJEE and 
KissEN Kanunoo. (Delhi: Agricultural Economics Research: 
Section, The Delhi School of Economics, pp. 128 + x. Rs. 5-00). 


In the context of the current debate on the proper role of state in the 
sphere of trade in foodgrains, this study of food. administration in 
Punjab and U.P. during the crucial period of 1946-53 is bound to be of 
considerable interest. The authors have set before themselves, as the 
chief objective of the analysis, an evaluation of different techniques of 
food administration with a view to determine their utility in meeting our 
present food problem. The study is divided into two parts, the first 
dealing with Punjab and the second with U.P. Each part contains chap- 
ters on evolution of food administration, price control and working of 
procurement and distribution operations. In addition, the part on 
Punjab contains results of a survey conducted to assess the reactions of a 
representative cross-section of agricultural and non-agricultural pro- 
ducers to various measures of control and regulation. 


According to the authors, food administration in Punjab could show 
a better record of success as a result of proper coordination between 
measures for control and regulation of prices and those for procurement 
and distribution. Food administration in U.P. on the other hand, 
suffered from a lack of a sense of urgency and was generally handicapped 
by an inefficient policy and machinery to carry out procurement opera- 
tions. It has been rightly pointed out by the authors that the service 
conditions of personnel failed to create a sense of security among them 
and, consequently, affected adversely the efficiency and integrity of 
administrative set-up. The use of cooperative institutions for the 
purposes of purchase and distribution in a period of grave food crisis also 
comes in for some criticism. In the light of the main findings of the 
survey in Punjab, it has been emphasised that success of a system of 
food administration will hinge largely on adequacy and efficacy of 
measures to curb the hoarding and speculative operations of big pro- 
ducers and traders, 


Bombay _. V.M. Rao 


Machine Age Maya—The Industrialization of a Guatemalan Community, 
By Manninc Nasu. (Glencoe: The Free Press, 1958, pp. vi + 118, 
Price not mentioned). 


It is now being increasingly realized that while industrialization, ‘is 
essential in order to abolish poverty, it brings in its train important: 





400 THE INDIAN ECONOMIC JOURNAL 


changes in the institutional pattern of the society it enters. The develop- 
ment of industrial sociology as a branch of sociology is a by-product of 
this awareness. Most writers on industrialization tend to assume that 
the charges which machine technology brought about in the social and 
cultural life of the West are bound to occur in the countries which have 
more recently entered the race for industrialization. An inevitable 
conflict is assumed to exist between the institutions of “‘ pre-industrial ”’ 
and those of “ industrial ”’ society. 


These facile assumptions are being questioned as social scientists 
begin to study the industrialization of non-Western societies. It is 
necessary to stress that such studies are only beginning to be made. 
There is available only a little information about how a few aspects of 
social life in some Asian and African communities are affected by the 
new modes of production. But it is not known how a society as a whole 
reacts to machine technology. In a word, social anthropologists have 
not yet paid enough attention to the study of the social aspects of 
industrialization in different parts of the world. 


The present work of Manning Nash is a welcome attempt to fill this 
lacuna in our knowledge. Machine Age Maya tells us how the Guate- 
malan municipio of Cantel, a distinct cultural and social entity which was 
a simple peasant community prior to 1876, accommodated a textile mill 
in its midst without undergoing radical changes. The accommodation, 
of course, did come through a process of trial and error. Initially the 
community resented the factory. The village elders even threatened 
to burn it down. The factory-owners had to seek the protection of 
national troops. But, eventually, each realized the value of the other. 
There existed in the community a gulf between the income levels at 
which most families in Cantel lived and the standard of living necessary 
for a Cantel way of life. The income from the factory helped to bridge 
this gulf without creating another gulf between factory workers and 
peasants. On the other hand, the smooth functioning of the community 
enabled the factory to keep its wheels moving. The factory-owners 
allowed the personnel to fulfil their obligations towards the community 
though that meant some adjustments in the work-schedules. Neither 
the factory nor the community tried to dominate. 


Industrialization did give birth to a few social tensions in Cantel. 
The traditional family experienced changes in its structure as individuals 
took up jobs in the factory. The world-view and rationality implicit 
in machine technology were totally different from the traditional values 
of Cantel, However, the comparison between factory and non-factory 
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workers (which Dr. Nash has adopted as a mode of analysis) makes it 
clear that Cantel’s social institutions were able eventually to absorb 
the tensions created, and to adapt themselves to the changed situation. 
Even different forms of rationality and world-view coexisted with 
minimum influence on each other. An elasticity-coexistence model 
emerges as we go through the book. The model is reinforced towards 
the end by a historical perspective which suggests that Cantel was indeed 
a “cultural mesh” to which the factory was only an addition of “‘ an- 
other square.” 


The relative ease with which Cantel adjusted itself to the factory 
is to be viewed against this specific model of the community and also 
against other special circumstances. Here is a local community which 
was familiar with a money economy and which possessed a sense of work 
and time which did not conflict with the needs of the factory. To 
some extent, work in the factory was even less strenuous than agric- 
cultural activities. The absence of a class system or any rigid stratifica- 
tion precluded the emergence of conflicts arising from the new occupa- 
tional roles. The arrival of the factory was not followed either by a 
considerable immigration of outsiders or by the increased urbanization 
of Canteleness. It was owned and managed by foreigners who had no 
desire to merge with the natives. The factory was not dependent on 
the local market nor did it have to face local competition. It went about 
its way quietly. 


The elasticity-coexistence model does not distract the author 
from observing the potentialities of change where they lie. In fact, one 
of his chief aims in the present work is to study how social change 
occurred in Cantel. An important source of change was the growth 
of unionism and related activities. The democratic set-up of the union, 
its extra-local connections, its links with national politics, and the extra- 
family friendship ties which it evolved in a community without any 
tradition of friendship—all these gave the factory-worker a perspective 
which was inconsistent with the exclusiveness of the local community. 
Here again only a few leaders and important men really moved toward 
the new perspective, the rest managing to coexist in two different worlds. 
Nevertheless, the leaders etc. embodied a changing perspective which 
could eventually alter the “ Cantel ” way of life. 


We thus see how social change was taking place in Cantel. The 
factory placed a set of alternatives. Choices from these alternatives 
were left open to individuals. The Community set in motion its control- 
mechanisms to regulate the choices made by individuals. Dr. Nash has 
successfully applied Prof. Firth’s idea of social organization to a concrete 
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instance of social change and the result is a contribution to the theory 
of social change. Change, it seems, is a part of “‘ the need for continual 
accommodation and adaptation in the ordinary life of relatively small 
societies.” (p. 4). Dr. Nash calls this a modified sort of structural and 
functional theory. It may be pointed out that recently some socio- 
logists has appealed to social scientists to get out of their structure- 
function utopia and create a conflict model to view their issues more 
realistically. The present study suggests that it is not necessary 
to create a conflict model in order to get out of the structure-function 
utopia. 


It would be interesting to see how far the ideas developed by Dr. Nash 
can be applied to other communities. In India, for instance, the elasti- 
city inherent in caste and joint family is frequently mentioned. But 
these are mere “hunches” which need to be tested systematically 
against data from diverse areas. It seems impossible in India to come 
across a case of industrialization without the related processes of Sans- 
kritization, urbanization and westernization. The “ co-existence ”’ 
(or “ conflict ’’) model of Indian society is far too complex to let us see the 
effects of technology alone. 


The presumably limited applicability of the study under review, 
however, is not its weakness. It has revealed the potential capacity of 
social anthropology to explore such a facet of “the conscious and 
knowledgeable intervention of man in his own affairs ”’ as the author has 
done. The comparative mode of analysis has been adopted here with 
great success and exemplifies, in Dr. Nash’s own words, “ one of the arts 
of social anthropology—the breaking down of the large and abstract 
questions and generalizations of the social sciences into empirically rele- 
vant phrasing and scale.” (pp. 3-4). 


While comparing the factory worker and the peasant, Dr. Nash 
has devoted an entire chapter to the “personality component”’ of the 
community. He does it to give extra weight to the argument that the 
factory worker is not very different from his agriculturist counterpart. 
In the reviewer’s opinion, a list of personality traits is not essential to 
the purpose and scheme of the study. At least, the book without the 
chapter in question would not have missed anything of value. Perhaps, 
Dr. Nash consistently follows the “ elasticity-coexistence”’ model, 
here making personality coexist with social institutions ? 


On the whole, Machine Age Maya is an illuminating study. It is 
undoubtedly an original contribution to knowledge, shedding new light 
on the problem of industrialization of simple societies: The conspicuous 
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absence of pictorial illustrations, and the sparse use of tables and charts 
add to its attraction instead of detracting from it. Even those con-. 
cerned with industrial policy will find it extremely useful. The practical 
suggestion at the end of the book is very valuable, and is further proof, 
if proof is indeed necessary, that social anthropologists deal with observ- 
able reality, and do not live outside the work-a-day world. 


Baroda N. R. SHetu 


The Long View and the Short : Studies in Economic Theory and Policy. 
By Jacos Viner. (Glencoe: The Free Press, 1958. Pp. 462. 
Price 7-50). 


Ir is always difficult to review a collection of essays and the task is many 
times mote so when the collection is a miscellaneous assortment like 
the present volume. A group of Professor Viner’s “students and other 
friends ” decided to offer him a Festschrift on his sixty-fifth birthday and 
they chose to offer it in the form of a collection of his own essays. The 
collection excludes articles on the major field of Viner’s specialisation, 
International Economics, because these have already been published in 
other volumes. The articles that have been included show what a wide 
field Viner has covered during the last four decades of active life. With 
the exception of a few, the pieces reprinted in the present volume are 
mostly those which have not been before the eyes of the economist for a 
long time. The famous 1931 essay on Cost Curves and Supply Curves 
reappears in this volume, complete with the supplementary note written 
in 1950 for Clemence’s Readings. This article is now basic reading for 
all entrants to economic studies and is easily available. The reviewer 
can therefore pass on to the other pieces and seek to give some idea about 
their contents. 


The whole volume, containing 436 pages of text, has been divided 
into four parts. The first part, entitled ‘‘ Economic Theory and Policy,” 
contains twelve essays, including the one on cost and supply curves. 
Among the others, there is a welcome reprint of the review article on 
Keynes’ General Theory, written for the Qaurterly Journal of Economics 
in 1986. This article gave an understanding summary of the Keynesian 
logical system (that in itself was something of importance in 1936) and 
raised many difficult questions on the problem of the actuarial valuation 
of the gains from postponement of investment and on the actual im- 
portance of speculative hoarding of money. Another interesting paper 
in this part is entitled “‘ The Short View and the Long in Economic 
Policy’ and the title of the whole volume has been adapted-from this. 
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This essay, delivered as a Presidential address before the American 
Economic Association in December 1939, is a very able analysis of the 
relation between the academic economists invited to participate in the 
formulation of policy and the professional economists permanently 
attached te the Government. Many probable causes of frictions and of 
differences in viewpoint are analysed, but the greatest emphasis is given 
on the fact that the academic economist, by training and temperament, 
takes a long view of each problem, while the practical policymaker 
looks for an immediate solution of what appears to him as the most 
pressing part of the problem. 


The theorist’s view is not only spread out in time, but spread out in 
space and over the economy also. He takes into account the external 
effects that are likely to follow from each of the policies adopted and is 
therefore often unable to reach any categorical conclusion. The field of 
divergence between the academic economist and the official economist 
increases further because of the theorist’s disinclination to state anything 
in normative or operational terms, his belief (sometimes unconscious) 
in the existence of ultimate equilibrating forces and his subconscious 
acceptance of assumptions as real factors. Viner gives a stimulating 
(and fair) statement of the problems which arise and one only feels sorry 
that one does not get any idea about what he felt after the experience of 
the large-scale association of academic economists and civil servants 
in America during the Second World War. 


The reviewer should also draw attention to the elementary but 
fundamental points raised in the short paper on ‘‘ Objective Tests of 
Competitive Price,’ written in 1925, to show the logical inadequacy 
of the arguments given by the Portland cement interests to prove that 
they were charging competitive and not monopolistic prices. This 
article should be compulsory reading for all economists attached to 
chambers of commerce and similar other bodies, i.e., for all economists 
who have to act as advocates and not as objective analysts. 


The second part contains eight essays on the “‘ History of Economic 
Thought.” Here also one meets well-remembered old acquaintances, 
like the golden jubilee essay on Marshall, originally published in 1941 
and later reprinted in Spiegel’s collection of inter-economist evaluations. 
There are two remarkably good essays in this part—one on the “ Utility 
Concept in Value Theory and its Critics,” written in 1925, and the 
other on “‘ Power versus Plenty as Objectives of Foreign Policy in the 
Seventeenth and Eighteenth Centuries,”’ written in 1948. The first of 
these was written at a time when cardinally measurable utility was firmly 
established on the throne, but one finds in this paper approving references 
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to Edgeworth and Wicksteed and also to Lloyd’s 1834 lecture in which 
he spoke of the similarity between the measurement of utility and the 
measurement of heat. The paper contains an analysis of utility as a 
welfare concept and of individual and group measure of utility, which 
reads remarkably refreshing even today ; it will be difficult to improve 
upon Viner’s list of eight reasons explaining the inadequacies of price 
as a measure of welfare. The second article mentioned above is primarily 
a critique of Heckscher’s thesis regarding Mercantilism as a system of 
power and it has developed a highly well-informed analysis of the con- 
tents of mercantilist literature. 


The third section of the book has only one article, entitled “ A 
Modest Proposal for Some Stress on Scholarship in Graduate Training.” 
Viner defines scholarship as the pursuit of broad and exact knowledge 
of the history of the working of the human mind as revealed in written 
records and his arguments are directed against those who are helping the 
growth of narrow specialisation and letting loose on the under- 
graduates specialists “infatuated with laboratory models.” It is a 
matter for debate whether the analytical depth the student is being 
induced or forced to reach is a sufficient compensation for the loss of 
breadth of vision. 


The fourth and the final part is a collection of fifteen short reviews 
including those on Cannan’s almost forgotten Review of Economic Theory, 
Heckscher’s Mercantilism, Ellis’ Survey of Contemporary Economics and 
the Sraffa-Dobb edition of Ricardo. The volume is completed by a 14- 
page list of Viner’s publications—books articles and reviews—starting 
from 1917 and coming to 1957. A glance at the list will immediately 
show the wide range of the subjects covered and the versatility of the 
scholarship of the author. The reader of the present volume notes with 
admiration that many of Viner’s articles, written twenty or thirty years 
ago, have not yet dated and he is left with the desire of seeing further 
collections of the older writings of this untiring economist. 


Calcutta BuHaBaTosH Datta 
Indian Capital Market: Generali Editor: Kastur CHAND LALWANI. 


(Calcutta: Artha Vanijya Gabesana Mandir, 1959. pp. 159 
Rs. 5/-). 


Tuts is first of the Indian Economic Handbooks under the general 
editorship of K. C. Lalwani. We do not know who the author of the 
work under review is, nor do we know the purpose of the series. In the 
absence of any preface by the general editor, we have to assume from 
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the perusal of the textual material that, it is specifically addressed to 
students and the lay opinion in the country. 


The book consists of seven chapters on the Indian Capital Markets. 
The first chapter alludes to the relationship between finance and economic 
development, while the next two deal with its institutional structure; 
Chapter IV deals with the functional organisation and chapter V with 
the Investment Climate and Capital Market. Chapters VI and VII 
review the control machinery, while the final chapter deals with the 
capital market in the context of developmental planning. 


All the chapters are devoid of economic analysis, the book’s accom- 
plishment being the dileanation of historical antecedents in a broad 
descriptive manner. However, for those interested in published data 
on the above subject in a collected place, the ‘‘ Indian Capital Market ”’ 
rates a good billing. Another advantage of the book is its comprehen- 
Sive scope. 


A glaring defect of the study is the apparent tendency to rush into 
point, for how else can one reconcile the statement “ I.C.1.C.I. Ltd....the 
Corporation which is a privately sponsored institution ”’ (p.42), with 
“To this list may be added the L.C.1.C.I. sponsored by the govern- 
ment...” (p. 181). Likewise in the study of the specialist financial 
Institutions (chap. 3), the role of State Bank of India as a supplier of 
industrial finance is not alluded to. 


Finally the book seems to fight shy of tackling problems facing the 
capital market. This is the impression one gathers, for no suggestions are 
offered to solve the problems noted in the text. But this imbalance does 
not come as a surprise as one reads the writer’s philosophical denounce- 
ment, “‘ the future shape of things is too hazy to visualize yet—so over- 
whelming is the impact of political factors, nor is it the task of an 
economist to do so.”. (Italics mine ; p. 159). 


Bombay Kersi D. Doopua 
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Democratic Procedure in the Preparation of the Third Plan 


TuE report that the National Development Council will adopt the broad 
outlines of the Third Five Year Plan at its meeting in April, 1959, will 
eause consternation amongst those who expected that democratic 
procedures would be followed in the drawing up of the Plan. Demo- 
cratic principles, considered in relation to economic planning, require 
that a thorough and widespread discussion of the broad approach towards 
the Third Plan should precede any official adoption. of a particular 
outline and of the approach implicit init. There are many major prob- 
lems of economic principle and policy involved in determining the 
correct approach to the programme of planned development for the third 
five year period and unless these are freely discussed before any official 
imprimatur is applied to a particular set of views, the country may 
be burdened with a plan that has not really been conceived and evolved 
in a genuinely democratic way. 


It may be argued that the National Development Council, consisting 
as it does of Chief Ministers of States and important Union Ministers, 
is probably the most representative body in the country and any deci- 
sion taken by it cannot but be democratic in character. This would, 
however, be to mistake the forms of democracy for the substance and to 
fail to understand both the importance of a five year plan and the com- 
plicated problems of theory and practice involved in its preparation. A 
body like the National Deveiopment Council must no doubt take the 
final decisions on the broad approach to and the principal details of the 
plan. But these decisions must be taken only after there has been 
adequate discussion at the expert level of each of the major problems 
involved so that all points of view can be taken into consideration by 
the members of that august body. 


The psychological impact of the official adoption of any particular 
plan is very powerful. On the one hand, the offtcial plan obtains a 
substantial volume of support in the country, which is not really based 
on any independent analysis of the logic of that plan. On the other 
hand, official representatives from the Prime Minister downwards, 
consider it their duty to defend the plan against all criticism. Even if 
there is complete honesty, there is a tendency to rationalise the 
adoption of the given view-point. When the weight of authority is thus 
added to the officially accepted plan, genuine discussion becomes 
impossible. To the extent any such discussion takes place even in 
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these adverse circumstances, it can at most take place within the four 
corners of the accepted framework or lead to minor changes in the 
details of the final plan. 


The experience of the drafting of the Second Plan supports this 
analysis. The Draft Plan-Frame was placed before the country for 
discussion after it had been officially adopted. There was considerable 
criticism of this Plan-Frame throughout the country. Even many of 
the members of the Panel of Economists who had hurriedly put their 
signatures to a document supporting the Plan-Frame subsequently 
criticised it on many points of principle. Basically, however, the final 
plan followed the Plan-Frame because all the criticism directed against 
it was simply vitiated by the fact that the Plan-Frame had already 
secured offtcial acceptance. Besides, the whole atmosphere became 
poisoned. A full and free discussion became impossible because the 
very motives of critics tended to be questioned. 


I would suggest, therefore, that if a democratic procedure is to be 
followed in the preparation of the Third Five Year Plan, the National 
Development Council should not at this stage accept any particular 
approach or draft outline. It should rather call upon the Planning 
Commission to publish certain basic documents to facilitate and even 
stimulate a discussion within the country on an informed basis. 


The first document necessary is a factual statement of the probable 
position of the economy at the end of March 1961 and over the period of 
the Third Five Year Plan, without reference to any particular plan of 
economic development. This document should give, for instance, data 
on the probable size of the sterling balances at the end of March 1956 and 
on the volume of official and unofficial repayments in foreign exchange 
over the period of the Third Plan generated by activities prior to its 
commencement. The level of defence expenditure and of administra- 
tive expenditure, the yields of various taxes that have already been 
levied, the size of the population and its probable rate of growth, on 
these and similar subjects, this document should give detailed facts and 
figures, indicating clearly both sources and assumptions, particularly 
where estimates have had to be made. 


The second document should present a detailed analysis of the 
lessons of planning experience so far—as drawn by the Planning Com- 
mission. To the preparation of any plan, the drawing of the correct 
lessons from past experience is absolutely essential. A document of 
this type would enable the country to know what lessons the Planning 
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Commission draws from recent planning experience and would make 
possible a complete discussion of this important question. 


In the third document, the basic issues involved in the drawing up 
of the Third Plan should be raised. The size of the plan, the pattern 
of investment, the place of agriculture, consumer goods industries and 
heavy industry, the role that should be played by cottage industries, the 
relationships of the public and private sectors in the plan, these and 
other questions should be raised and the factors involved in deciding 
them set out to facilitate public discussion. 


It is only after suitable discussion has taken place in the country 
on the basis of the above documents that an outline or outlines of the 
plan should be placed before the public for study. Even at this stage, 
no particular plan-frame should be given official sanction. As indicated 
above, different outlines may be prepared by the protagonists of differ- 
ent viewpoints. These should all be published by the Government. 
Perhaps, if it is feared that the Government may be called upon to pub-: 
lish too many documents having no real value, official publication may 
be restricted to such documents as are sponsored by members of the Panel 
of Economists of the Planning Commission, or, still more restrictively, 
which the Panel as a whole considers worthy of official publication. 
If even. this suggestion is not found acceptable, the Government should 
refuse to publish any document at all even at this stage and private 
publication of all such documents should suffice. 


It is only after these different outlines have had a full and fair 
discussion on merits in the press and amongst the public, and the 
Panel of Economists has expressed its views, that the National Develop- 
ment Council should decide on the broad approach to be offcially 
adopted towards the Third Five Year Plan. The draft Plan may then 
be prepared by the Planning Commission on the basis of this approach 
and this draft after passing through the usual stages can then be finalised 
as the plan of economic development to be implemented during the next 
five year period. Even if this plan is not really the best or the most 
suited to this country, at least there can be the satisfaction that it has 
been adopted after full discussion in the country and through a genuinely 
democratic procedure. It is to be hoped that the members of the Nation- 
al Development Council will refuse to be stampeded into giving official 
sanction to any particular approach to the Third Plan at this early stage. 
The procedure suggested above will meet the needs of democracy in the 
formulation of the Third Plan. 


Bombay Hannan EzEKIEL 
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Tariffs, Terms of Trade aud the Distribution of National Income 


In the classical theory of tariffs not so much attention is directed to 
changes in the distribution of real incomes of the trading countries as to 
the division of the gains from trade among the same. Metzler observes: 
“It is a curious fact that, just as the classical discussion of the terms of 
trade, had neglected or left unsolved the related problems of the distri- 
bution of real income, so the more recent contributions to study of in- 
come distribution have neglected the complications arising out of 
changes in the terms of trade.” 


Consider a country, which is abundant in capital, producing two 
goods A and B with fixed resources of two factors, labour and capital, 
under constant returns to scale. Let A be capital-intensive relative 
to B. 


The country exports A and imports B. Let now a tariff on B be 
imposed. Resources will move into B or A according as the domestic 
price of imports relative to the price of exports, rises or declines. Metz- 
ler proceeds to envisage the conditions under which the relative domestic 
price of imports rises. If a tariff on imports brings about an improve- 
ment in the terms of trade and the latter exceeds the former the domes- 
tic price of imports expressed as a ratio of the price of exports, declines. 
If the resulting improvement in the terms of trade is more than offset 
by the tariff margin, the domestic price of imports rises relative to the 
price of exports Denoting by 7 the foreign elasticity of demand for 
exports and by K the marginal propensity to import, Metzler observes 
that the domestic price of imports relative to the price of exports, rises, 
—¥ 


remains constant, or declines according as 7 + K ~ 


Resources, 


following the tariff, will move into B or A accroding as ( y +K 2 1.) 


However, no shuffling of resources takes place in the event that 
(y+ K)=1. 


In their argument for protection of the scarce factor Stolper and 
Samuelson implicitly assumed that tariffs do not alter the external terms 
of trade. Thus in their case tariffs invariably bring about an automatic 
expansion of the import industry. The one ingenuity in their argument 
for protection of the scarce factor, lies in their successful elimination of 
the index number problem. If the terms of trade remain constant even 
after the imposition of the tariff, the domestic price of imports relative to 
the price of exports, rises and accordingly resources will be diverted 
from the eapital-intensive industry into the labour-intensive industry. 
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And for each unit of labour transferred from the capital-intensive 
industry, there will be a greater amount of capital available than can be 
absorbed by the industries at the current ratios in which the factors of 
production are combined in industries before the tariff. The resources 
released by the capital-intensive industry can be completely absorbed 
and full employment achieved if only the labour-capital ratio falls in 
‘both ”’ the industries. Thus there will be an excess demand for labour 
and an excess supply of capital in the factor markets. Labour becomes 
searce in relation to capital. Since the labour-capital ratio falls in 
both industries, the marginal productivity of labour rises in both the 
industries and the wage rate of labour, measured in terms of any good, 
rises and that of capital falls. Since resources are available in fixed 
amounts, this would mean that the real income of labour rises and that of 
capital declines relatively as well as absolutely. This is a conclusion 
arrived at by Stolper and Samuelson, thus ingeniously eliminat- 
ing the index number problem. Thus, whatever be the real national 
income following the shift in resources from the capital intensive in- 
dustry, the real wage and absolute share of labour rise and the share of 
capital declines relatively as well as absolutely. 


Metzler, however, takes into account the terms-of-trade effect of 
tariffs. According to him tariffs interfere with the allocation of resources 
via the terms-of-trade effect of tariffs. If the sum of the foreign elasti- 
city of demand for exports and the marginal propensity to import 
exceeds unity, the relative domestic price of imports rises and under the 
overwhelming influence of tariffs the import industry expands leading to 
a rise in the “ relative’ share of labour. If, on the other hand, the 
sum of the foreign elasticity of demand for exports and the marginal 
propensity to import falls short of unity, the relative domestic price of 
imports is depressed and under the overwhelming improvement in the 
terms of trade the export industry expands. In this case following the 
tariff on imports resources move from the labour-intensive industry to 
the capital-intensive industry and for each unit of capital transferred 
from the capital-intensive industry there is a greater amount of labour 
available than can be absorbed by the industries at the current ratios 
in which the factors of production are combined in the industries before 
the tariff. The resources released by the labour-intensive industry 
can be completely absorbed and full employment achieved if only the 
labour-capital ratio rises in both the industries. Labour becomes 
abundant in relation to capital. The wage of labour falls “ relative’’ to 
that of capital, the “ relative’ share of labour declines and that: of 
capital rises. 
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Metzler considers the interesting case where tariffs cease to interfere 
with the allocation of resources. Tariffs improve the terms of trade 
and the latter exactly counterbalances the other in the event that the 
foreign elasticity of demand for exports and the marginal propensity to 
import added up to unity. In this case the relative domestic price of 
imports remains unaltered and no shuffling of resources takes place. 
The goods are produced in exactly the same quantities as under free 
trade. But now the country obtains more of imports for less of exports 
owing to a favourable terms of trade. Thus there is a unequivocal 
rise in real income of the country under protection relative to real income 
under free trade. The margin between the protection income and the 
free trade income is shared by the factors of production. 


In the above case the tariffs do not alter the relative shares of the 
factors of production since the same degrees of scarcity are maintained 
by the factors. The absolute share of each factor increases under pro- 
tection since the relative shares are constant and the “pie” of real 
income is found increasing. The results of this case at once provide to 
resolve the controversy whether the relative share and absolute share of 
a factor move invariably in the same direction. Even if the relative 
share of a factor falls, it is possible that the absolute share of the same 
rises at the altered and enhanced level of real income. The factor of 
production in question may be getting a smaller relative share of an 
increasing pie of income and its absolute share increases when the 
percentage rise in income more than off sets the percentage decline in 
the relative share. 


The Stolper-Samuelson argument for the protection of the scarce 
factor would be valid if tariffs do not alter the terms of trade. Follow- 
ing the tariff on imports the import industry expands and labour’s share 
in income rises both relatively as well as absolutely. But if tariffs 
improve the terms of trade and the former exceed the latter, resources 
move from the export industry to import industry. Now Metzler would 
maintain that following the tariff the “relative’’ share of labour rises 
and that of capital falls. The absolute share of labour rises and even so 
does the absolute share of capital provided that the percentage rise in 
income more than offsets the percentage decline in the relative share 
of capital. 


The above discussion provides an application in the sphere of plan- 
ning. Let there be three commodities A, B and C produced with the 
aid of two factors of production, labour and capital available to an 
economy committed to planning, in fixed amounts. 
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Suppose that 4 is capital-intensive relative to B and B relative to 
C. If resources move from either A or from both A and B, for each unit 
of labour transferred there is a greater amount of capital than can be 
absorbed by C at the ratios in which the factors of production are com- 
bined in the industries before the shift of resources. The resources released 
can be completely absorbed and full employment attained if the labour- 
capital ratio falls in all the industries. This would mean that the real 
wage of labour, measured in terms of any good, rises. If, on the other 
hand, resources move from either C or from both B and C, by reversing 
the argument it can be shown that following the shift in productive 
resources the real wage of labour measured in terms of any good falls. 
If resources move from B into A and C the demand for labour rises in so 
far as resources move from B into C and falls in so far as resources move 
from B into A. If, again, resources move from A and C into B, the 
demand for labour falls in so far as resources move from C intoB and rises 
in so far as resources move from A into B. Thus the net effect on the 
demand for labour is uncertain on a priori grounds when resources 
move from B into A andC or vice versa. 


The following is a summary of the conclusions arrived at in the 
preceding paragraph. 


TABLE 1 
Effects of shifts in productive resources on the absolute 
share of labour 


Case A B C Effect 


1 — + + #>F- = Favourable 
2— — + F 

3 + + — UF = Unfavourable 
4 + — — UF 

5 +-— + ? = Uncertain 
6— + — ? 


—: Resources move from; -+ : Resources move into; 


The scheme envisaged in Table 1 enables us to generalise that if 
there are N commodities ordered in terms of decreasing capital intensity, 
there are exactly (N — 1) favourable and an equal number of unfavour- 
able combinations of shifts in resources, the remaining combinations 
having an a priori uncertain effect on the share of labour in real income. 


Waltair S. VENKATESWARA Rao 
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NOTE 


Tue family of Indian scientific periodicals in Economics has been 
recently strengthened by the addition of the following three journals. 


Arthaniti, a bi-annual journal of the Department of Economics, 
Caleutta University, Calcutta, is published in November and May. 
The Board of Editors consists of Professors J. P. Niyogi, S. K. 
Basu, P. Chakrabarty, S. N. Sen, Bhabatosh Datta and Amlan Datta. 


The Asian Economic Review, is a quarterly journal of the Indian 
Institute of Economics, Hyderabad, (Andhra Pradesh.) The Editorial 
Board consists of Professors S. Kesava Ieyangar, V. R. Pillai, S. K. 
Ekambaram, G. T. Hutchappa, S. R. Ieyngar and S. V. Ayyar. 


Artha Vijnana, is a quarterly journal published by the Gokhale 
Institute of Politics and Economics, Poona. This journal contains 
articles also in Indian languages, printed in. Devanagari script with 
English and Hindi summaries. The Managing Editor is Mr. D. K. 
Bedekar. 
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